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Sears and Subsidiaries 


Sears, Roebuck and Co. 

Sears is the world’s largest retailer of general merchandise. 
The company and its consolidated subsidiaries distribute 
broad lines of goods through some 3,800 selling locations 
(including 1,400 independent catalog merchants) in 50 states, 
Puerto Rico and Central America. 

Net sales for 1977 reached a record $17.22 billion. 
Merchandise sales were 91.3 per cent of net sales including 
catalog counter sales in stores of 11.4 per cent and other 
catalog sales of 9.1 per cent. Industrial sales, repair services 
and finance charge revenues represented 8.7 per cent of net 
sales. 

Credit sales accounted for 54.3 per cent of total sales. 
Almost 25.5 million customers use Sears credit plans. 

Sears, a New York corporation, originated from an 
enterprise established in 1886. The company’s headquarters 
and most of its buying offices are located in Sears Tower in 
Chicago. The company’s five territorial offices, each headed 
by an executive vice president, are located in Alhambra, 

Calif.; Atlanta, Ga.; Dallas, Texas; St. Davids, Pa.; and 

Skokie, III. 

Sears merchandise groups coordinate product 
development, buying, marketing and advertising for buying 
departments with related lines of merchandise. Our 47 buying 
departments purchase merchandise from more than 12,000 
domestic suppliers. We combine merchandise items into 838 
product groupings for administrative purposes. Our largest 
buying department is responsible for approximately eight per 
cent of net sales. 

Sears purchases approximately 24 per cent of its mer¬ 
chandise from suppliers in which the company has equity 
investments. The principal merchandise sources in which the 
company has an equity interest of more than 20 per cent are: 

DeSoto, Inc. (31%), Kellwood Company (22%), Roper Cor¬ 
poration (40%) and Untversal-Rundle Corporation (59%). 
Domestic suppliers account for approximately 91 per cent of 
all purchases. ' 

Sears and its domestic subsidiaries, including the Allstate 
Group of Companies, employed an average of 460,000 
people during 1977. Sears 321.9 million common shares are 
owned by 287,000 shareholders. Through The Savings and 
Profit Sharing Fund of Sears Employes, our 299,792 employe 
members (counted as one shareholder) own 66.6 million 
shares or 20.7 per cent of the outstanding common shares. 

Allstate Group of Companies 

Sears is engaged in the property-liability and life insurance 
businesses through the wholly owned Allstate Insurance Com¬ 
pany and itssubsidiaries, Searsalso owns Allstate Enterprises, 
Inc., which is part of the Allstate Group. 

Allstate Enterprises and its subsidiaries are engaged in auto 
financing, other financial services and the savings and loan 
business. In 1977, insurance premiums written arid financial 
services revenues of the Allstate Group totaleda record $4.8 
billion. 

Other Unconsolidated Subsidiaries 

Sears has a 41 per cent equity interest in Simpsons-Sears 
Limited which is a large retailer of general merchandise in 
Canada. Unconsolidated subsidiaries, owned 78 per cent to 
100 per cent, conduct retail operations in Brazil, Colombia, 
Mexico, Peru, Venezuela and Spain. Net sales of international 
operations for 1977 amounted to a record $2.5 billion. 

Sears develops and operates shopping centers through its 
wholly owned subsidiary Homart Development Co. Homart 
operates 14 regional shopping centers and is a partner in 
eight other centers. 

Cover 

The merchandise displayed on the cover represents some of the 
outstanding values which Sears customers purchased in record 
amounts throughout 1977. 

Annual Meeting 

The annual meeting of the shareholders of Sears, Roebuck and Co. 
will be held in the Auditorium of the Prudential Building, 130 East 
Randolph Street, Chicago, Illinois, on Monday, May 15, 1978. 
at 9:30 A.M., Chicago time. 

Transfer Agent 

Sears, Roebuck and Co.-Resident Transfer Agent 

Treasurer's Office-Stock Transfer Division, Chicago 

Registrar 

The First National Bank of Chicago 

Stock Exchange Listings Ticker symbol-S 

New York Exchange 

Midwest Exchange, Chicago 

Pacific Exchange, Los Angeles 
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Highlights 

$ in millions 

Net sales. 

Net income. 

Per share. 

Per cent return on average equity 
Net income of the Allstate Group . . 

Dividends. 

Per share. 

Working capital. 

Capital additions. 

Long-term debt. 

Shareholders’ equity. 

Per share. 


1977 

$17,224 

838 

2.62 

13.4 

417 

345 

1.08 

3,583 

262 

1,990 

6,524 

20.27 


1976! 

$14,950 

694 

2.18 

12.1 

210 

254 

.80 

3,156 

235 

1,706 

5,921 

18.56 


Per cent 
change 

15.2 

20.7 

20.2 

98.3 

35.8 
35.0 

13.5 

11.5 
16.7 
10.2 

9.2 


Quarterly Results* 

Firstf 

Second! 

Third! 

Fourth 

$ in millions 

1977 

1976 

1977 

1976 

1977 

1976 

1977 

1976! 

Net sales. 

$3,607 

$3,197 

$4,077 

$3,507 

$4,544 

$3,819 

$4,996 

$4,427 

Cost of sales, buying and 
occupancy expenses. 

2,297 

2,020 

2,618 

2,201 

2,943 

2,393 

3,315 

2,785 

Selling and administrative expenses. 

1,094 

978 

1,168 

1,048 

1,276 

1,116 

1,302 

1,151 

Operating income from sales and services , 

216 

199 

291 

258 

325 

310 

379 

491 

Equity in net income of Allstate group .... 

81 

21 

111 

43 

115 

66 

110 

80 

Net income . 

154 

85 

207 

137 

225 

159 

252 

313 

Per Share. 

.48 

.27 

.65 

.43 

.71 

.50 

.78 

.98 

Dividends per share. 

.37 V 2 

.20 

.22V 2 

.20 

.24 

.20 

.24 

.20 

Market price of common share 

High-low. 

32-27 

40-33 

30-28 

36-31 

33-28 

35-31 

31-24 

36-31 


*Per share figures adjusted for 2-for-1 stock split effective May 27, 1977. 
tRestated-see note 3, page 25. 
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We are pleased to report that 1977 was the most successful 

year in the history of your company. While fourth quarter 
income was down, new records were established for the 
year in net sales, net income and dividends paid to 
shareholders. 

Net sales rose 15.2 per cent to $17.2 billion, an increase of 
$2.3 billion-the largest gain ever recorded by any retailer in a 
single year. 

Net income increased 20.7 per cent to $838 million or 
$2.62 per share compared with $694 million or $2.18 per 
share in 1976. 

Dividends were increased twice during the year to a record 
total of $1.08 per share, including an extra dividend paid in 
April, 1977. 

The Allstate Group of Companies contributed $417 million 
to Sears net income for the year compared with $210 million 
in 1976. A complete report on this important subsidiary 
begins on Page 32. 


Merchandising Developments 

Your company improved its market share of general 
merchandise net sales in 1977 by offering the American 
consumer exceptional values. Sears not only sold more goods 
in the same stores to the same customers, but attracted many 
new customers who had not been buying at Sears. 

The largest gains were achieved in the home-oriented 
durables area. Apparel sales registered double-digit 
increases and also improved market share. 

In the fourth quarter, the company’s merchandising income 
results were adversely affected by strong demand for 
promotionally priced goods at lower prices. 

Action has been taken to adjust the frequency, length and 
depth of promotions, and we expect to improve the profit 
performance this year. Our basic strategy remains 
unchanged: providing quality merchandise at competitive 
prices throughout the nation. 


Other Developments 

In February, 1978, the Board of Directors increased the 
quarterly dividend from 24 to 28 cents and declared an extra 
dividend of 15 cents per share. The increased quarterly 
dividend is intended to replace future year-end extra 
dividends. This action, which will assure investors a more 
predictable yield on their investment, indicates a total payout 
of $1.27 for this fiscal year which ends January 31, 1979. 

At the Annual Meeting on May 15, 1978, shareholders will 
be asked to authorize 500 million shares of common stock 
and 50 million preferred shares. This would represent an 


increase of 100 million common shares and a new class of 
preferred shares. The 8oard believes this authority will 
provide desirable flexibility in the company’s capital 
structure. There are no plans for issuance of such shares at 
this time. 

The Board also is recommending for shareholder approval 
a 1978 Employes Stock Plan under which a total of 7 million 
shares of common stock may be sold to key employes at the 
fair market value on the date an option is granted. 

Management Changes 

On November 7, the Board of Directors elected Edward R. 
Telling to succeed Arthur M. Wood as Chairman and Chief 
Executive Officer, effective February 1, 1978. Mr. Telling had 
served as Senior Executive Vice President-Field, one of four 
positions in the Office of the Chairman, since February, 1976. 
He previously had been a Territorial Executive Vice President 
for seven years. 

Charles C. Wurmstedt succeeded Mr. Telling as Senior 
Executive Vice President-Field. Mr. Wurmstedt had served as 
Executive President-Midwest since 1976, and previously was 
general manager of the Cleveland group of retail stores. 

John G. Lowe was named Executive Vice 
President-Midwest. He had been Executive Vice 
President-Far West since 1967. 

Henry D. Sunderland was elected Executive Vice President- 
Far West to succeed Mr. Lowe. Mr. Sunderland had served as 
executive staff assistant for catalog sales at Sears 
headquarters since 1976, and previously held a number of 
key management positions. He will stand for election to the 
Board of Directors on May 15. 

On December 13, Edward A. Brennan was elected 
Executive Vice President-South effective January 1, 1978, 
succeeding A. M. (Ray) Prado, who retired from active 
management and from the Board of Directors for health 
reasons. Mr. Prado served in a number of key posts with total 
dedication in his 38-year career with Sears. He had been 
Executive Vice President-South and a director since 1973. 

Mr. Brennan served as general manager of the Boston 
group of retail stores from 1976 to 1978, administrative 
assistant to the vice president-Eastem Territory from 1975 to 
1976, and general manager of the Western New York group 
of retail stores from 1972 to 1975. He also will be a candidate 
for election to the Board of Directors on May 15. 

Joseph T. Moran, Jr. was elected Vice President- 
Merchandise Groups on December 13. He assumed his new 
duties on February 1, directing activities of the merchandise 
groups which are responsible for product development, 
buying, marketing and advertising for buying departments 
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EDWARD R. TELLING, 
Chairman of the Board 
and Chief Executive Officer 


A. DEAN SWIFT, 
President and Chief 
Administrative Officer 



with related lines of merchandise. Mr. Moran had been 
group national merchandise manager for home fashions 
since 1969. 

On February 6, 1978, Charles A. Meyer was elected Senior 
Vice President-Public Affairs. In this newly created position 
he is responsible for the company's governmental affairs and 
public relations. Mr. Meyer had been Vice President- 
Corporate Planning since 1973 after four years as Assistant 
Secretary of State for Inter-American Affairs. He previously 
had been a Territorial Vice President for Sears from 1960 to 
1972. 

Philip J. Purcell was elected Vice President-Corporate 
Planning to succeed Mr. Meyer. Mr. Purcell had been 
associated with McKinsey & Co., international management 
consulting firm, since 1967. As managing director of its 
Chicago office, he had worked closely with Sears in a study of 
its organization which led to significant structural changes in 
the Company. 

On April 3, Robert P. Tibor was elected Vice President- 
Logistics. in this newly created position, he will be 
responsible for coordinating the operation of all retail, 
catalog and fashion distribution centers throughout the 
nation. Mr. Tibor had been general manager of the Midwest 
group of catalog merchandise distribution centers since 
1975. He previously was general manager of the Philadelphia 
center from 1970 to 1975 and the Boston center from 1964 
to 1970. 

Gordon M. Metcalf, former Chairman of the Board, will not 
stand for re-election to the Board of Directors this year, 
having reached the mandatory retirement age. Mr. Metcalf 
retired as Chairman and Chief Executive Officer in 1973 after 
a distinguished 40-year career. He has been a director since 
1958. Alfred I. Davies resigned from the Board in September, 
1977. Mr. Davies was Executive Vice President-Southwest 
until he retired in 1976 after 38 years of outstanding service. 
He had been a director since 1967. We thank them for their 
wise counsel and major contribution to the continuing growth 
of Sears. 


The economy in 1978 will continue to be favorable. While 
growth will be at a slower rate than in 1977, this year promises 
to be a good one for Sears. Housing starts and sales of 
existing homes are expected to be high, providing a strong 
market for durable goods which represent a major segment of 
Sears volume. 

More than two million more jobs will be added in 1978, with 
employment reaching another record in addition to four 
million people added to payrolls in 1977. At the same, time, 
another two million persons are expected to enter the labor 
force, holding unemployment near present levels. 

Certainly there is room for further expansion of the 
economy, which would result from the tax cuts proposed for 
later this year. We believe this will result in another strong 
Christmas quarter for your company, concluding a better year 
for the economy in general and Sears in particular. 

The growth experienced in 1977 was made possible by the 
dedicated service of 460,000 men and women at Sears and 
Allstate, as well as many thousands more employed by the 
manufacturers who supply the merchandise we sell. Through 
their continued support, we believe 1978 can be a more 
rewarding year for the company, its employes and 
shareholders as we provide quality merchandise through our 
catalogs and retail stores—Where America Shops. 


Chairman of the Board and 
Chief Executive Officer 




President 


The Economy April 3, 1978 

The economy has had to cope with several particularly 

difficult conditions in recent months. Extreme weather 

conditions have affected virtually every part of the nation, and 

for a time the coal strike threatened to disrupt the economy. 

The decline in the value of the dollar is of deeper concern. If 
Congress passes an energy bill and foreign countries raise 
their growth rates as they have begun to do, this problem will 
lessen. Sears sales have held up exceptionally well through all 
of this. 
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Fourth Quarter Results 


Net sales a record; income down. Net sales in the 1977 fourth 
quarter rose 12.8 per cent to $4,996 billion, an increase of 
$568.2 million. The record sales reflected strong consumer 
demand especially for promotionally priced merchandise. 

Net income was down 19.5 per cent to $251.8 million. 
Earnings per share of 78 cents decreased 20 cents from 98 
cents per share (restated) for the year-earlier period. Fourth 
quarter 1976 net income benefited four cents per share from 
the tax effect of the disposition of the Belgian subsidiary. 

Fourth quarter operating income from sales and services 
dropped 22.8 per cent to $378.8 million. Operating income 
from sales and services represented 7.6 per cent of net sales 
compared with 11.1 per cent of net sales for the 1976 fourth 
quarter. Of the 3.5 per cent decrease from 1976, 2.5 percent 
resulted from the cost of increased markdowns. The balance 
was due to adjustments related to higher than planned 
inventories. The selling and administrative expense ratio was 
26 per cent, the same as in 1976. The cost of sales, buying 
and occupancy expense ratio increased to 66.4 per cent from 
62.9 per cent. 

In the fourth quarter, foreign currency exchange losses 
were $841,000 compared with gains of $2.6 million in 1976. 

Allstate Group earnings were 34 cents per Sears share, up 9 
cents from 25 cents in the 1976 fourth quarter. Group net 
income rose to $110.5 million, an increase of $30.3 million 
from $80.2 million a year ago. 

The property-liability insurance operations of Allstate 
produced a pre-tax underwriting income of $44.4 million 
(before investment income) for the fourth quarter, a margin of 
4.1 per cent to premiums earned. This compared with $19.9 
million underwriting income, a margin of 2.3 per cent for the 
1976 fourth quarter. 


Investment income before income taxes rose 23.3 per cent 
to $72.8 million for the fourth quarter compared with $59.1 
million in the year-earlier period. This increase reflected 
principally the sizeable new funds available for investment. 

Income from life Insurance operations before income taxes 
was$11.3 million for the fourth quarter compared with $12.3 
million in 1976. All insurance operations combined produced 
net income after income taxes totaling $103 million for the 
fourth quarter, up from $75.5 million. 

Net income from financial services rose to $7.5 million in the 
fourth quarter from $4.7 million. Expanded savings and loan 
operations, including the former Security Savings and Loan 
Association which was acquired September 30th, contributed 
most to this increase in earnings, 

Premiums written during the fourth quarter in property- 
liability insurance lines rose $149 million to $1,042 billion 
compared with $893 million last year. The life insurance 
companies had premium income of $68.1 million compared 
with $48.7 million the previous year. 

Income of other companies decreased to $28,8 million from 
$31.2 million. Homart Development Co.’s net income was 
$2.4 million compared with $7.5 million for the 1976 fourth 
quarter. The 1977 period included $1.2 million gains from sale 
of properties compared with $6.4 million for the 1976 quarter. 

International operations' income, excluding results of a dis¬ 
continued subsidiary, was $22.5 million compared with $19.4 
million in the 1976 quarter. 

Equity in income of other Sears affiliated companies and 
dividends amounted to $3.9 million compared with $4.3 
million in the year-earlier quarter. 


4 


The fourth quarter statement of income on the facing page should be read 
in conjunction with the summary of accounting policies on page 24 and the 
notes to the financial statements on pages 25-29 and 36-38. 





Condensed Statements of Income 
Fourth Quarter 


Sears, Roebuck and Co. 

3 Months Ended January 31 

Per Cent 

($ in thousands) 

1978 

1977* 

Change 

Net sales (including finance charge revenues) . 

$4,995,662 

$4,427,460 

12.8 

Cost of sales, buying and occupancy expenses. 

3,315,369 

2,785,195 

19.0 

Selling and administrative expenses. 

1,301,464 

1,151,429 

13.0 

Operating income from sales and services. 

378,829 

490,836 

(22.8) 

Other income (loss) . 

(1,708) 

3,728 

— 

Equity in net income of 




Allstate Group 




Allstate insurance Company. 

102,950 

75,448 

36.5 

Allstate Enterprises, Inc. 

7,507 

4,749 

58.1 

Total Allstate Group . 

110,457 

80,197 

37.7 

Other unconsolidated subsidiaries and affiliates. 

28,801 

31,181 

(7.6) 


139,258 

111,378 

25.0 

General expenses 




Interest . 

106,470 

70,403 

51.2 

Contribution to Employes' Profit Sharing Fund. 

53,516 

52,225 

2.5 

Discontinued subsidiary loss (note 4, page 25). 

— 

40,850 

— 

Income taxes 




Current operations. 

104,599 

183,366 

(43.0) 

Benefit from disposition of subsidiary (note 4, page 25). 

— 

(53,652) 

— 


264,585 

293,192 

(9.8) 

Net income. 

$ 251,794 

$ 312,750 

(19.5) 

Per share (average shares 321,455 and 318,826)f . 

$ ,78 

$ .98 


*Restated-see note 3, page 25. 




tAdjusted for two-for-one stock split effective May 27, 1977. 




Allstate Insurance Company and Consolidated Subsidiaries 

3 Months Ended December 31 

Per Cent 

($ in thousands) 

1977 

1976 

Change 

Net premiums written. 

$1,042,391 

$ 893,281 

16.7 

Premiums earned. 

1,080,197 

876,348 

23.3 

Investment income, less investment expenses. 

72,845 

59,062 

23.3 


1,153,042 

935,410 

23.3 

Claims and claims expense. 

782,934 

670,135 

16.8 

Policy acquisition costs and operating expenses. 

217,555 

163,416 

33.1 

Premium and other taxes and fees. 

35,353 

22,850 

54.7 

Income taxes. 

25,107 

12,623 

98.9 


1,060,949 

869,024 

22.1 

Income before equity in income of unconsolidated 




subsidiaries and affiliates and realized gains. 

92,093 

66,386 

38.7 

Equity in income of unconsolidated subsidiaries 




and affiliates (primarily life insurance subsidiaries) . 

10,439 

9,151 

14.1 

Net realized capital gains, less income taxes. 

418 

(89) 

— 

Net income (a). 

$ 102,950 

$ 75,448 

36.5 


(a) The determination of net income does not include unrealized net 
increases in market value of marketable equity securities of $33,338 and $32,364. 
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Arthur M. Wood 
Retires 


fll 



On January 31, Arthur M. Wood retired as the company’s 
chief executive officer, ending a distinguished career that 
spanned some 32 years. 

In his years with the company, Mr. Wood served as legal 
counsel, Secretary, Vice President-Comptroller, a territorial 
officer and President before being named Chairman of the 
Board in 1973. 

During the five years he served as Chairman, Sears moved 
ahead to record highs in sales and profits and improved its 
position in the marketplace. In those years, the company 
continued its aggressive expansion program, investing 
$1.6 billion in new and better facilities for its merchandise 
distribution system. 

The nation's economy experienced its most severe 
recession of the postwar period in 1974. But in spite of the 
drastic downturn of the economy, the company maintained 
its sales momentum and emerged with its financial strength 
improved and its reputation for merchandise values 
enhanced. 


Over and above his timely and decisive actions to deal with 
the day-to-day problems of the business, Arthur Wood looked 
ahead to the future of the company and the complex 
challenges of the business: 

• He commissioned a comprehensive study of the 
company’s organizational structure-the first such review in 
the postwar era. After evaluating its recommendations, he 
established the Office of the Chairman, made up of the 
Chairman, the President and the Senior Executive Vice 
Presidents for Merchandising and Field. That group was 
charged with the responsibility of determining the important 
policy directions of the company and has added 
responsiveness and flexibility to the company’s decision¬ 
making process. 

• Recognizing the need for improving the retirement 
security of Sears employes, Mr. Wood initiated a complete re¬ 
examination of the company’s long-standing Profit Sharing 
Plan. The study resulted in far-reaching changes. Now, Sears 
employes everywhere have greater retirement security 
through membership in a pension plan. At the same time, they 
will continue to have an opportunity to participate in the 
growth of the company through membership in the Profit 
Sharing Plan. 

• During a period when the American public closely 
scrutinized the business ethics of our corporate system, Sears 
high ethical standards further strengthened the company's 
reputation. 

• Over the last five years, the company’s record in 
providing equal opportunity to women and minorities 
remained unparalleled in American business. The figures 
published in the company’s annual reports have recorded the 
scope of those programs and the depth of our commitment to 
equal employment. 

• In the area of corporate citizenship, Arthur Wood set an 
example not only for the company but for the business world 
in general with his readiness to accept the responsibilities of 
public service. His knowledge and experience were often 
called upon and he served unstintingly on behalf of education, 
the arts and other institutions dedicated to improving our 
society. 

In these areas and in others Mr. Wood served the company 
and its shareholders well. He will continue to contribute to the 
growth and progress of Sears through his service as a 
member of the Board of Directors in the years ahead. 
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Sears Experiment in St. Louis 



Once a Sears store, it's now an island of hope for the inner Construction workers review plan of office space for the 

city neighborhood of North Kingshighway area in St. Louis. supermarket of seif help agencies about to move in. 



Interior remodeling The St. Louis Minority Economic Development Agency... ... and the Citizens for Community Development are 

begins. now just two of the groups in the 205,000 sq. ft. facility. 



The 18-bay automotive center is now the 
Charlie Moore Tire and Service Center. 


Backed by Tower Ventures, Moore was able to 
put the vacant Sears station to productive use. 


"I treat my customers like they are the most 
important people in the world' ’—Moore says. 


In June 1976, Sears began converting its 48-year-old store at 
1408 N. Kingshighway Road, St. Louis, Missouri, to a 
community services center. Under the management of the 
Urban League of St. Louis, the former retail facility now 
provides leased space for private and public social agencies 
as well as a conference center conveniently located for 
meetings of inner city oriented organizations. Additionally, 
with partial funding from Tower Ventures, Inc., Sears wholly 
owned Minority Enterprise Small Business Investment 


Company, the Charlie Moore Tire and Service Center 
now leases and operates the former Sears automotive facility 
at this location. 

When this project was announced, the late Howard B. 
Woods, then president of the St. Louis Urban League, said, 
“This is a new concept in community planning, a new concept 
in community salvation”. While it is stiil too early to report a 
lasting success, this is a creative approach which we hope will 
continue to be beneficial to the community which it serves. 
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Financial Review and Comments 


Net sales (billions of dollars) 


$18 


17.22 


14.95 


13.64 

13.10 

12.31 


10.99 

10.01 

8.84 9 - 25 

8.18 


68 69 70 71 72 73 74 75 76 77 


15 


12 


9 
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3 


The company split the common stock two-for-one effective 
May 27, 1977, and made an accounting change which 
recognized the capitalization of financing leases. Comparative 
figures in this review, the financial statements and the ten-year 
summary have been restated where applicable (see notes 2 
and 3, page 25). 

Sales in 1977 were a record $17.22 billion, up $2.27 billion or 
15.2 per cent. This was a new high for the 23rd consecutive 
year. Sales were at record levels each quarter. Fourth quarter 
sales were at the $5 billion mark. 

NET SALES (billions) Change 


Per 


Quarter 

1977 

1976 

Amount 

Cent 

First. 

. $3,607 

$3,197 

$.410 

12.8 

Second . 

. 4.077 

3.507 

.570 

16.3 

Third. 

. 4.544 

3.819 

.725 

19.0 

Fourth. 

. 4.996 

4.427 

.569 

12.8 

Year. 

. $17,224 

$14,950 

$2,274 

15.2 


Per share net income (dollars) 

-$3.00 

2.62 



68 69 70 71 72 73 74 75 76 77 


The percentages indicating the origin or classification of 
company net sales for the past two years follow; 


General merchandise sales (including 
catalog counter sales in stores of 

11.4%, and 12.1% and other catalog 

1977 

1976 

sales of 9.1% and 9.6%). 

91.3% 

90.5% 

industrial sales. 

1.7 

1.8 

Repair services. 

2.7 

2.8 

Finance charge revenues. 

4.3 

4.9 

Total net sales . 

100.0% 

100.0% 


Merchandise net sales in stores were $126 per gross 
square foot for 1977 compared with $ 109 per square foot for 
1976. Net sales of durable merchandise increased 17.9 per 
cent, non-durables rose 13.4 per cent. Durables represented 
64.7 per cent of 1977 merchandise net sales, non-durables 
were 35.3 per cent. 

Sears improved its market share of general merchandise 
net sales in 1977. The largest gains were generated in the 
home-oriented durables categories. Apparel sales registered 
double digit increases close to the corporate increase and 
also improved market share. The increase in 1977 market 
share was attributable to strong promotional programs, 
increased emphasis on opening price points and an 
improvement in retail in-stock condition. 
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The following chart indicates Sears market share of general 
merchandise sales for the past three years: 

Sears market share of general merchandise sales 

(excludes food, auto and energy) 

6.5% 


1977—6.23% 



Net sales of Sears unconsolidated international operations 

in Canada, Latin America and Spain increased $59 million 
to $2,474 billion. International operations are reviewed on 
pages 42-43. 

Net income reached a record $838 million, up $144 million, 
an increase of 21 per cent. Net income also set records in the 
first three quarters of 1977. Fourth quarter margins were 
adversely affected by unexpectedly strong demand for 
promotionally priced merchandise. Quarterly net income was 
as follows: 

Change 


Quarter 

(millions) 

First. 

1977 

1976 

Amount 

Per 

Cent 

. $154 

$ 85 

$ 69 

81 

Second . 

. 207 

137 

70 

51 

Third. 

. 225 

159 

66 

42 

Fourth. 

. 252 

313 

(61) 

(19) 

Year. 

. $838 

$694 

$144 

21 


Operating territories contributed to 1977 and 1976 gross 
sales volume as indicated on the map below: 
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Financial Review and Comments, continued 


Earnings per share were $2.62, up 44 cents per share, and 

are based on average shares outstanding of 319.9 million and 
317.8 million for the 1977 and 1976 fiscal years. Per share 
earnings for each quarter follow: 


Quarter 1977 1976 Change 

First. $ .48 $ .27 $ .21 

Second. .65 .43 .22 

Third. .71 .50 .21 

Fourth. _ .78 _.98 _ (.20) 

Year. $2.62 $2.18 $ .44 


Operating income from sales and services was $1,211.4 
million, down $45.4 million from 1976. The ratio of operating 
income to net sales for the year 1977 was 7.03 per cent 
compared with 8.41 per cent for 1976. The selling and 
administrative expense ratio improved slightly. The cost of 
sales, buying and occupancy expense ratio was impacted by 
strong demand for promotional merchandise at lower gross 
margins. 

Quarterly operating income from sales and service was 


as follows: 




Quarter 





1977 

1976 

Change 

First. 

. $ 215.9 

$ 198.8 

$ 17.1 

Second . 

. 291.3 

257.6 

33.7 

Third. 

. 325.4 

309.6 

15.8 

Fourth. 

. 378.8 

490.8 

(112.0) 

Year . 

. $1,211.4 

$1,256.8 

$ (45.4) 


Equity in net income of the Allstate Group was up $207 
million and net income of other companies, excluding 
discontinued operations, rose $14 million. Sears interest 
expense increased $83 million, which reduced earnings 12 
cents per share. Increased profit sharing expense reflected 
Allstate's higher pre-tax income. Decreased income taxes 
(current operations) were due to the lower level of income. 


The following summarizes the increase in 1977 net income: 


(millions) 

Net sales increased. $2,274 

Cost of sales, buying and occupancy 

expenses increased. (1,773) 

Selling and administrative expenses increased . . . (546) 

Operating income decreased. (45) 

Other income decreased. (2) 

Equity income 

Allstate Group increased. 207 

Other companies increased. 14 

General expenses 

Interest expense increased. (83) 

Profit sharing increased. (26) 

Income taxes (current operations) decreased ... 79 

Net income increased . 144 

Per share increased. $ .44 


Earnings of unconsolidated companies amounted to $1.48 
per share, up 68 cents. Sears share in the income of uncon¬ 
solidated companies increased 87 per cent to $474 million 
from $253 million in 1976. The wholly owned Allstate 
Group, insurance operations and financial services, con¬ 
tributed a record $1.30 per share to Sears earnings, up 
64 cents from 66 cents per share for 1976. 

Property-liability insurance premiums written during 1977 
increased $758 million from 1976 to a total of $4,308 billion. 
The property-liability insurance operations of Allstate 
produced a pre-tax underwriting income of $188 million 
compared with a loss of $107 million for 1976. Net investment 
income before taxes increased to $266 million for 1977, up 
$52 million from 1976. 

Net realized capital gains were $1.7 million, down from $8 
million in 1976. 

Life insurance premiums totaled $222 million, an increase 
of $33 million from 1976. Net income from iife insurance 
operations was $40.8 million compared with $39.9 million for 
1976. 

Net income of Allstate Enterprises was a record $21.9 mil¬ 
lion compared with $ 15 million in 1976. Revenues earned rose 
$65 million to $222 million. The improvement in net income 
was due largely to expanded savings and loan operations. 
Allstate Group results are covered on pages 32-39. 

Sears earnings from international operations were $28.2 
million compared with $17.7 million in 1976. In Canada, 
equity in income of Simpsons-Sears, a 41 per cent owned 
affiliate, was $16 million compared with $13.8 million. In Latin 
American countries, our share in the earnings of subsidiaries 
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was $14.5 million, up $11.6 million. The year 1976 reflected 
the deep devaluation of the Mexican peso. In Spain, the net 
loss of Sears subsidiary was $2.1 million after a $7.3 million 
exchange loss compared with earnings of $609,000 for 1 976. 

Net income of Homart Development Co., wholly owned 
developer of shopping centers, was $8.5 million compared 
with $9 million in 1976. Homart’s net income included capital 
gains of $5 million in 1977 and $6.9 million in 1976. Homart’s 
operations are reviewed on pages 40-41. 

Other equity income and dividends amounted to $20.3 
million compared with $15.8 million in 1976. 

Foreign currency exchange losses included in net income 
were $12 million compared with exchange losses of $25.9 
million, excluding Belgium, for the year 1976. 

Depreciation expense, including $8 million amortization of 
capitalized leases, was $196 million, an increase of $19 million 
or 10.7 per cent from $177 million in 1976. 

New development: On September 30, 1977, Allstate Savings 
and Loan Association, a wholly owned subsidiary of Allstate 
Enterprises, Inc., an unconsolidated wholly owned subsidiary 
of Sears, purchased for approximately $63.6 million 
substantially all of the assets and liabilities of California 
Financial Corporation. The principal asset was Security 
Savings and Loan Association. The effect on 1977 net income 
was not material. 

The percentage contributions of the major elements of 
operations to Sears income-before its general expenses 
(excluding disposition of subsidiary) and income taxes on 
current operations-for each of the last five years are shown 
below. 


Contributions to Income 


(percentage) 

1977 

1976 

1975 

1974 

1973 

Sears and consolidated 
subsidiaries-domestic 
retail distribution. 

65% 

82% 

94% 

83% 

79% 

Unconsolidated subsidi¬ 
aries and affiliates— 
Allstate insurance 
company. 

27% 

11% 

(2)% 

14% 

16% 

All other subsidiaries 
and affiliates and 
dividends from other 
companies. 

8% 

7% 

8% 

3% 

5% 


100% 

100% 

100% 

100% 

100% 


1977 taxes totaled $754 million, up $ 18 million. Direct taxes 
to Federal, state and local governments were as follows: 


Change 

Per 


(millions) 

1977 

1976 

Amount 

Cent 

Income. 

. . . $356 

$381* 

$ (25) 

(7) 

Payroll. 

257 

224 

33 

15 

Property. 

103 

97 

6 

6 

Other. 

38 

34 

4 

12 

Total Direct taxes. 

. . . $754 

$736 

$ 18 

2 


•Includes $54 million benefit from disposition of subsidiary. 

Incentive compensation and stock options: in 1976, the 
company adopted a new compensation plan providing that 
most management employes be compensated wholly by 
salary. The incentive plan was introduced for a smaller 
number of management positions where performance can be 
measured against sales and profit goals. For 1977, 800 
employes earned incentive compensation totaling $9.3 
million, compared with $9.5 million for 1976. Awards to 
individual officers are approved by a committee which is 
comprised entirely of outside directors. 

No stock options were granted during 1977. 

In May 1978, shareholders will vote on approval of the 1978 
Employes Stock Plan. This plan provides that 7,000,000 
common shares may be sold to key employes. In addition, 
under the plan, optionees may also be granted the right to 
surrender the exercisable portion of an option in exchange for 
cash payments. This surrender right is subject to a limitation 
of 1,750,000 shares. This plan is fully described in the 1978 
proxy statement which accompanied the 1977 annual report 
to the shareholders. 

Stock options have been a valued benefit for employes of 
Sears for many years. The options have helped the company 
attract and keep the high caliber executive talent that has 
contributed so much to Sears performance. They keep Sears 
competitive with other major employers and provide a strong 
incentive to improve the company’s performance, which will 
benefit all the shareholders. 

Shareholders approved a two-for-one stock split; quarterly 
dividend rate increased twice. At the company's annual 
meeting on May 16, 1977, shareholders voted to approve a 
two-for-one stock split effective May 27,1977. The quarterly 
dividend was increased to 2272 cents per share in the first 
quarter and to 24 cents per share in the third quarter. 
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Financial Review and Comments, continued 


Income and dividends (millions ol dollars) 
---1,000 



Dividends per share, paid by quarter, were as follows: 

Month Year Ended January 31 


Paid 1978 1977 

April 

Regular. $ .22 Vs $ .20 

Extra. .15 

July . .22Vs .20 

October. .24 .20 

January . .24 .20 

Year total. $1.08 $ .80 


Dividends paid totaled $345 million and represented 41 
percent of 1977 net income. 

On February 6, 1978, directors increased the quarterly 
dividend from 24 to 28 cents per share and declared an extra 
dividend of 15 cents per share. Both were paid on April 3, 
1978, to shareholders of record February 17, 1978. 

The quarterly dividend was increased to replace future 
year-end extra dividends. The change in dividend policy will 
assure shareholders a more predictable yield on their invest¬ 


ment and indicates a total payout of $1.27 per share for the 
fiscal year ending January 31, 1979, or 17.6 per cent more 
than the payout of $ 1.08 for the year ended January 31,1978. 

Dividend Reinvestment Plan grows: Under the plan, initiated 
in 1976, shareholders can reinvest their cash dividends in new 
shares of Sears stock on each quarterly dividend payment 
date. There are no charges for the service. Any holder of 
record of Sears stock is eligible to join the plan at any time. In¬ 
terested shareholders may obtain an application form and a 
copy of the latest prospectus describing the plan by writing to: 

Sears Dividend Reinvestment Plan 
Department 769-2 (34th Floor) 

Sears Tower 
Chicago, Illinois 60684 

As of February 17, 1978, 38,181 shareholders, or 13.1 per 
cent of total shareholders, had enrolled in the plan. 

Shareholders’ equity reached $6.5 billion, an increase of 
$603 million. Net income for 1977 less dividends provided 
$493 million; stock issued to the Profit Sharing Fund, $75 mil¬ 
lion; and dividends reinvested and stock options exercised $9 
million. Shareholders’ equity includes unrealized losses on 
Allstate's marketable equity securities. For the year 1977, 
unrealized losses decreased $26 million thus increasing 
shareholders’ equity in the same amount. The book value per 
share of Sears stock was $20.27, compared with $18.56 at 
the close of 1976. 


Merchandise inventories based on the LIFO method were 
$2,626 billion at year end, up 18.6 per cent from $2,215 
billion the previous year. Merchandise on order at year-end 
amounted to $4.03 billion. 


Profit sharing fund and supplemental pension plans: Sears, 
Allstate and certain subsidiaries contributed to the Profit 
Sharing Fund as follows; 


(millions) _ 

Sears. $140.3 

Allstate and other subsidiaries. 18.8 


1976 

$114.5 
15.7 


Total 


$159.1 $130.2 


The Savings and Profit Sharing Fund of Sears Employes 
was established in 1916. At December 31, 1977, 299,792 
regular and qualified part-time employes of Sears, Allstate 
and certain wholly owned domestic subsidiaries were par¬ 
ticipants in the Fund. 
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The company and Allstate also maintain supplemental 
pension plans. Employer contributions to these plans are 
computed on an actuarial basis, and retirement benefits are 
based on length of service and remuneration over $15,000 
per year. 

Profit Sharing plan modified; Pension plan amended. Effective 
January 1, 1978, the company: 

— Modified the Savings and Profit Sharing Fund to take into 
account improved benefits available from the amended 
pension plan and Social Security. 

—Amended the Supplemental Pension Plan to cover the 
majority of Sears employes and provide improved 
retirement benefits to participants and beneficiaries. 

Revision of Profit Sharing program: Under the Profit Sharing 
program, the company, Allstate and designated subsidiaries 
will contribute six per cent of consolidated net earnings, 
before federal income taxes. Consolidated net earnings are 
defined as the income of Sears and its wholly owned domestic 
subsidiaries before provision for federal income taxes and 
Profit Sharing contribution, but not before pension plan 
contribution. Formerly, the company contributed eleven per 
cent of consolidated net income (before contributions to any 
Profit Sharing, pension costs and income taxes). 

Under the revised provisions of the Fund, members may 
annually elect to reduce or suspend their deposits. Previously, 
the employes contribution rate was fixed at 5 per cent. The 
$15,000 annual earnings limitation is retained. Participants 
will now share the employer contribution solely on the basis of 
their deposits. Partial withdrawals have been liberalized. 

New pension program: All full-time employes (as well as 
certain part-time employes) who have attained age 25 (and 
who commence employment before age 60) will be entitled to 
pension benefits based on length of service and remuneration 
under the new program. Benefits under the program will vest 
50 per cent after five years of service and 100 per cent after 
ten years of service. 

Participants in the former Supplemental Pension Plan will 
be entitled to receive, under the new pension program, annual 
retirement benefits under the identical formula utilized for 
determination of Supplemental Pension Plan benefits except 
that it will not apply to years of service subsequent to 1977. 

For service after 1977, the new pension program will 
provide for pensions payable on average annual 
compensation, not only that in excess of $15,000 under the 
previous pension plan. The new pension program will also 
provide that, for service after 1977, the benefits for which the 


Who Owns Sears 

(on November 18, 1977-record date for January, 1978 dividend) 


Type of 
shareholder 

Number of 
share¬ 
holders 

Number of 
shares 

Average 

per 

share¬ 

holder 

Per 

cent of 
total 
shares 

Individuals 

Women. 

115,347 

48,417,602 

420 

15.1 

Men. 

86,144 

41,774,932 

485 

13.0 

Joint tenants. 

51,009 

14,040,727 

275 

4.4 

Bank nominees. 

3,111 

134,016,171 

43,078 

41.8 

Investment orga- 

nizations .... 

27,314 

1,999,272 

73 

.6 

Brokers. 

401 

9,003,702 

22,453 

2.8 

Corporafions 

and firms .... 

1,196 

3,329,074 

2,784 

1.0 

Other. 

2,250 

3,028,955 

1,346 

.9 


286,772 

255,610,435 


79.6 

Employes' Profit 

Sharing Fund. 

1 

65,573,424 


20.4 

Totals. 

286,773 

321,183,859 


100.0 


company is responsible are reduced (subject to a limitation) 
by a portion of social security benefits; no comparable 
provision was in the former Supplemental Pension Plan. 
Unlike the former plan, those employes who have both 
attained age 50 and have 15 or more years of service earn an 
increased benefit. 

If the new benefit programs had been in effect for the fiscal 
year ended January 31, 1978, the net additional cost would 
have decreased earnings 10 cents per share. 

Copies of the current Summary Plan Descriptions and 
Summary Annual Reports for both The Savings and Profit 
Sharing Fund of Sears Employes and the Sears Pension Plan 
are available upon written request to: 

Director of Shareholder Relations 
Department 768X-33rd Floor 
Sears, Roebuck and Co. 

Sears Tower 
Chicago, ILL 60684 

Financial statements of The Profit Sharing Fund and Sears 
Supplemental Pension Plan are shown on the following page. 
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Financial Review and Comments, continued 


Financial Position 

The Savings and Profit Sharing 

Sears Supplemental 

(millions~at market) 

Fund of Sears Employes 

Pension Plan 


December 31 

January 31 

Sears common stock at market value: 

1977 

1976 

1978 

1977 

1977-66,565,524 shares @ $28 per share; 
1976-64,202,670 shares @ $3472 per share. 

. $1,864 

$2,215 

_ 

_ 

General investments— 

Short-term investments. 

. 270 

151 

$ 62 

$ 36 

Long-term bonds, notes and other obligations. 

. 101 

104 

134 

115 

Preferred stocks. 

. 1 

1 

— 

— 

Common stocks . 

. 405 

485 

82 

86 

Members ownership or reserved for future benefits . 

. $2,641 

$2,956 

$278 

$237 

Changes in Assets 

(millions) 

Total assets at beginning of year. 

. $2,956 

$2,621 

$237 

$204 

Contributions from— 

Members. 

. 150 

144 



Employing companies. 

. 159 

130 

45 

34 

Investment income (net). 

. 102 

75 

16 

10 

Gain (loss) on sale of general investments . 

. — 

2 

1 

(7) 

Market appreciation (depreciation)— 

Sears stock. 

. (418) 

144 


_ 

General investments. 

. (45) 

72 

(10) 

6 

Members’ withdrawals or pensions paid. 

. (263) 

(232) 

(11) 

(10) 

Total assets at end of year. 

. $2,641 

$2,956 

$278 

$237 


Credit sales in 1977 rose 17.4 per cent to $10.35 billion. 

The ratio of credit sales to total sales was 54.3 per cent, up 
from 53.7 per cent in 1976. 

In most states, Sears had offered revolving charge ac¬ 
counts and a traditional installment account (easy payment 
plan). As of January 31, 1978, a SearsCharge plan has been 
introduced in 23 states and Puerto Rico. The SearsCharge 
plan replaces both the revolving charge and easy payment 
plans. This new plan differs from the revolving charge plan. 
Generally, the repayment schedule is longer and monthly 
payments based on the highest balance are fixed. The com¬ 
pany plans to introduce the SearsCharge plan in remaining 
states during the next few years. 

Customer accounts increased 2.6 million to 25.5 million. 
There were 20 million active revolving charge/SearsCharge 
accounts with an average balance of $220, and 5.5 million ac¬ 
tive easy payment accounts with an average balance of $415. 
Customer accounts receivable amounted to $6.681 billion at 
year end and included balances due after one year of $ 1.649 
billion which are expected to earn finance charge income at 
annual percentage rates ranging from 10 to 20 per cent. Col¬ 


lection experience for 1977 compared satisfactorily with past 
results. At year-end, 0.82 per cent of accounts were delin¬ 
quent three or more monthly payments compared with 0.98 
per cent the year earlier. Defaulted accounts (less than one 
full monthly payment received during the previous six months) 
represented two hundredths of one per cent of total accounts, 
the same as at the previous year-end. The allowance for 
uncollectible account balances was $84 million at year-end, 
and is adequate, based on experience. Charged-off accounts 
after recoveries and the related percentage to credit sales for 
the past five years were: 

Charged-off Per cent to 


Year (millions) accounts credit sales 

1977. $47 0.45 

1976. 48 0.54 

1975. 54 0.68 

1974. 44 0.58 

1973. 35 0.50 
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Unearned finance charges were $215 million, up $ 11 million 
from 1976. Finance charge revenue exceeded the cost of 
credit operations by $3 million compared with $12 million 
income over expense for 1976. Finance charge income and 
credit costs are shown on pages 26-26, note 5, conforming 
with a standard adopted within the retail industry. 

Short-term borrowings increased $783 million to $3,739 bil¬ 
lion at year end. Short-term debt included in the Statement of 
Financial Position on page 20 is as follows: 


January 31 


(millions) 

1978 

1977 

Change 

Commercial paper. 

. $2,586 

$1,941 

$645 

Banks . 

405 

305 

100 

Agreements with bank trust 
departments. 

718 

655 

63 

Current maturity of long-term 
debt. 

30 

55 

(25) 

Total . 

. $3,739 

$2,956 

$783 


The average cost of all funds borrowed was 6.3 per cent in 
1977, up from 5.9 percent in 1976. At the close of 1977, we 
had unused lines of bank credit approximating $2.5 billion. 


Sears Roebuck Acceptance Corp. is a wholly owned con¬ 
solidated subsidiary. A condensed statement of SRAC's 
financial position follows: januar 31 


(millions) 

1978 

1977 

Notes of Sears, Roebuck and Co. 

. . $4,893 

$4,137 

Cash and other assets . 

3 

3 

Total Assets. 

. . $4,896 

$4,140 

Short-term debt. 

. . $3,304 

$2,621 

Other liabilities . 

30 

20 

Long-term debt- 

notes . 

500 

500 

senior. 

50 

50 

subordinated. 

125 

125 

Shareholder’s equity. 

887 

824 

Total liabilities and equity . 

. . $4,896 

$4,140 


Working capital increased $427 million to $3,583 billion at 
year end. Current assets of $9,642 billion covered current 
liabilities of $6,059 billion 1.59 times. The source, use and 
change in working capital is detailed in the statement of 
changes in financial position on page 23. 


Long-term debt outstanding was $1,990 billion compared 
with $1,706 billion at year-end 1976. The senior long-term 
debt of Sears and Sears Roebuck Acceptance Corp. is rated 
“AAA 1 ’ by the major independent financial rating services. In 
February 1977, Sears issued $300 million in principal amount 
of 7% per cent sinking fund debentures due 2007. In addition, 
in 1977 Sears conformed its accounting policy to Financial 
Accounting Standards Board Statement No. 13 which 
required the capitalization of financing leases. This change 
increased long-term debt $142 million. Long-term debt is 
detailed on page 21. 

Capital additions were $262 million. The company invested 
$158 million for the expansion and improvement of facilities; 
$98 million was spent for normal replacement of equipment. 
Additionally, our landlords spent $13 million for stores and 
other properties leased to Sears. Funds allocated to 
merchandising operations were $245 million compared with 
$217 million in 1976. 

Capital expenditures for 1978 are expected to exceed 
$300 million. In 1978, Sears plans to open 33 new retail 
stores, including 14 full line department stores. 

Sears property account, including capitalized financing 
leases, reached $2,535 billion, an increase of $47 million. 

CHANGES IN PROPERTY-NET 


(millions) 

1977 

1976 

Beginning of year . 

Capital additions. 

Depreciation. 

Dispositions. 

. . . $2,488 

262 
(196) 
(19) 

$2,441 

235 

(177) 

(11) 

Net increase for the year. 

47 

47 

End of year. 

. . . $2,535 

$2,488 

25 new Sears stores were opened in 

1977. Twenty of the 


stores are company-owned and encompass 90 per cent of 
new store space opened. A breakdown of the number of retail 
stores opened, closed and reclassified during 1977 follows: 



Full Line 

Medium 

Size 

Hard 

Line 

Total 

New markets. 

5 

3 

1 

9 

Relocations . 

If 

4 

1 

16 

Total opened. 

16 

7 

2 

25 

Closed. 

(6) 

(10) 

(9) 

(25) 

Reclassified . 

2 

(2) 

3 

3 

Increase (decrease) . . 
Units in operation 

12 

(5) 

(4) 

3 

at end of year. 

356 

371 

135 

862 

15 
































Financial Review and Comments, continued 


Sears replaced 16 of the 25 closed stores with modern units 
in the same shopping communities. Sears expects these new 
stores to contribute to future sales and profit goals. Additions 
to the retail system totaled 4.3 million square feet of gross 
space. The net addition after adjusting for closings was 1.5 
million square feet. 

Retail space at year-end was: 


GROSS SQUARE FEET 
(millions) 


Retail Units 

1977 

1976 

Change 

Full line stores. 

_ 75.4 

73.0 

2.4 

Medium size stores . 

. . . . 29.1 

29.3 

(•2) 

Hard line stores. 

_ 3.3 

3.5 

(-2) 

Other units. 

4.2 

4.7 

(•5) 

Total. 

_ 112.0 

110.5 

1.5 

Sears owns 274 of the full line stores and 

104 of 

the 


medium size stores. All of the hard line stores are leased 
except one. Most of our 1,476 merchandising sales offices are 
occupied under short-term leases. Approximately 50 per cent 
of retail warehouse space is owned. Sears Tower in Chicago, 
the territorial office buildings, and the 14 catalog merchandise 
distribution centers are owned by the company. The general 
office located in New York City and the remaining warehouses 
are leased. 

Return on shareholders’ equity up; financial position contin¬ 
ues strong. In 1977, Sears generated $854 million in funds 
provided from operations and short-term deferred income 
taxes compared with $894 million provided in 1976. The rate 
of return on shareholders' equity-net income divided by 
average equity (excluding unrealized net capital gains or 
losses)-increased to 13.4 per cent. This compares with 12.1 
per cent for 1976. 

At the close of the year, working capital totaled $3,583 
billion, up $427 million. Capitalization of $12,253 billion 
included $3,739 billion short-term debt, $1,990 billion long¬ 
term debt and $6,524 billion shareholders’ equity. 



SOUTHERN TERRITORY-Columbia Columbia Mall. South 
Carolina. Sears owns the full line department store which 
opened in August 1977, replacing a smaller unit. 
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Retail Store Openings 


Retail Stores Opened in 1977 (25) 

FULL LINE DEPARTMENT 
STORES (16) 

Brea, Calif -Brea Mall t. 

Burnsville, Minn.-Bi/msw/fe Center f 

Columbia, S.C .-Columbia Mall* . 

Fort Worth, Texas -Ridgmar Mall . 

Greensburg, Penn .-Westmoreland Mall*. . 
Lawrencevilie, N.J.-Quaker Bridge Mall *-. 

Lubbock, Texas -South Plains Mall* . 

Mesa, Ahz.-Fiesta Mall* . 

Modesto, Calif .-Vintage Faire* . 

North Randall, Ohio -RandallPark Center*. 
No. San Diego, Calif .-University Towne . . 

Novi, Mich .-Twelve Oaks Ma//tf . 

Ocean, N.J -Seaview Square* . 

Peabody, Mass.-North Shore Center *. . . 

Springfield, III -White Oaks* . 

Wichita, Kan- Towne East Square Center*. 

MEDIUM SIZE DEPARTMENT 
STORES (7) 

Des Moines, low a-South Ridge Mall*. . . 

Glens Falls, N.Y -Aviation Mall* . 

Hammond, La -Hammond Center . 

Laredo, Texas -Del Norte Mall* . 

Manchester, N.H .-Manchester Mall* . . . 

Naples, Fla .-Naples Center . 

Vancouver, Wash .-Vancouver Center. . . 

HARD LINE STORES (2) 

Marshfield, Wise.*. 

Traverse City, Mich -Cherryland Mall 



Gross 

1978 Retail Store Openings (33) 


Gross sq. 


sq. ft, ot 


Quarter 

ft. of store 

Month 

store space 

FULL LINE DEPARTMENT 

to be 

space 

opened (thousands) 

STORES (14) 

opened (thousands) 

Aug. 

177 

Baton Rouge, La .-Cortana Mall* . 

1 

210 

Aug. 

180 

Carolina, Puerto Ri co-Plaza Carolina .... 

3 

286 

Aug. 

213 

Ft. Lauderdale, Fla -Broward Mall . 

3 

208 

Aug. 

177 

Gaithersburg, M 6.~Lake Forest . 

2 

208 

Feb. 

209 

Houston, Texas- Baybrookf . 

3 

171 

July 

208 

Hurst, Texas- Northeast Mall . 

3 

170 

Feb. 

148 

Jackson, M\ss.-Metrocenter*-\-\ .. 

1 

229 

April 

171 

Johnson City, N.Y .-Oakdale Mall* . 

3 

153 

Mar. 

149 

Joliet, lll.-Loufs Joliet Mall*\ . 

3 

176 

Feb. 

283 

Midwest City, Ok -Heritage Park Mall* . . 

3 

149 

Oct. 

192 

Nashville, Tenn. -Hickory Hollow . 

3 

174 

Oct. 

206 

Okolona, Ky -Jefferson Mall . 

3 

186 

Sept. 

202 

Rockaway, N.J.-Rockaway Town Square. 

2 

188 

Feb. 

233 

San Antonio, Texas- Ingram Mall . 

3 

178 

May 

186 

MEDIUM SIZE DEPARTMENT 



Aug. 

211 

STORES (14) 





Bangor, Maine- Bangor Mall* . 

3 

111 



Florence, Ala -Regency Square* . 

2 

135 

Mar. 

71 

Frederick, M d-Francis Scott Key Mall* . . 

2 

102 

July 

95 

Guatemala City, Guatemala-Cenfra/ 



July 

87 

Capital . 

3 

36 

July 

89 

Hickory, N.C.- Valley Hill Mall* .. 

3 

135 

July 

109 

Jefferson City, Mo -Capital Mall . 

1 

75 

July 

90 

Lewiston, Maine-Lew/ston Mall* . 

1 

90 

Aug. 

125 

Missoula, Mont. -Southgate Mall . 

2 

62 



Moscow, Idaho -Moscow Mall . 

3 

40 

June 

21 

Muncy, Pa .-Lycoming Mall* . 

2 

102 

Nov. 

22 

Owensboro, Ky.-Town Square* . 

1 

123 



Prescott, Az -Ponderosa Plaza* . 

2 

40 



St. Clairsville, Ohio-Oh/o Valley Mall*. . . . 

3 

121 



Texarkana, Texas -Central Mall* . 

3 

137 



HARD LINE STORES (5) 





Alliance, Ohio -College Plaza* . 

3 

21 



Carol Stream, \\\-Northland Mall* . 

2 

50 



Fond du Lac, Wis.- Forest Mall . 

3 

20 



Marinette, Wis -Pine Tree Mall* . 

3 

21 



Sterling, Hl.-Northpark Mall* . 

3 

20 



•Replaces existing store 




f Located in Homart Development Co. shopping center 
ttLocated in Homart Development Co. Joint Venture shopping center 
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FAR WESTERN TERRITORY-North San Diego University 
Towne, California. Sears owns the full line department store 
which opened in October 1977, in a new market area. 


Facilities, January 31, 1978 

RETAIL STORES 

Full Line Department Stores . 356 

Medium Size Department Stores. 371 

(carrying extensive assortment of general 
merchandise) 

Hard Line Stores. 135 

(carrying major household appliances, sporting 
goods and automotive supplies) 

Catalog Merchandise Distribution Centers. 14 

Other Selling Facilities and Independent Catalog 

Merchants. 2,901 

Major Retail Distribution Warehouses. 91* 

Service and Parts Centers. 192 


*Plus 354 other warehouses serving individual stores. 
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Statements of Income 


$ in thousands 

Year Ended January 31 


1978 

1977* 

Net sales (including finance charge revenues-note 5). 

Cost of sales, buying and occupancy expenses. 

Selling and administrative expenses. 

$17,224,033 

11,172,965 

4,839,653 

$14,950,208 

9,399,491 

4,293,933 

Operating income from sales and services . 

Other income. 

1,211,415 

1,960 

1,256,784 

4,230 

Equity in net income of 

Allstate Group (note 1) 

Allstate Insurance Company 

In accordance with prescribed standards, unrealized net increases 
in market value of marketable equity securities of $26,249 and $129,564 

are not included in the determination of net income. 

Allstate Enterprises, Inc. 

Total Allstate Group. 

Other unconsolidated subsidiaries and affiliates (note 1). 

395,104 

21,881 

416,985 

57,048 

195,314 

15,015 

210,329 

42,568 


474,033 

252,897 

Genera) expenses 

interest. 

Contribution to Employes’ Profit Sharing Fund (note 11). 

Discontinued subsidiary loss (note 4). 

Income taxes (notes 4 and 8) 

Current operations. 

Benefit from disposition of subsidiary. 

353,131 

140,276 

356,019 

270,122 

114,455 

54,058 

434,806 

(53,652) 


849,426 

819,789 

Net income. 

Per share (average shares 319,925 and 317,798)t. 

$ 837,982 

$2.62 

$ 694,122 

$2.18 


*Restated-see note 3, page 25. 

t Adjusted for two-for-one stock split effective May 27, 1977. 

See accompanying summary of accounting policies and notes to financial statements. 
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Statements of Financial Position 


$ in thousands 

Assets 

Current Assets 

Cash . 

Receivables. 

Inventories (note 6) . 

Prepaid advertising and other charges. 

Total Current Assets. 

Investments (note 1) 

Allstate Insurance Company (cost $62,156 and $62,072) 
Other investments and advances. 

Property, Plant and Equipment. 

Deferred Charges . 

Total Assets. 


January 31 

1978 1977 * 


$ 237,382 

6,671,402 
2,626,070 
_106,821 

9,641,675 

1,735,382 

822,788 

2,558,170 
2,534,841 
11,561 
$14,746,247 


$ 223,112 

5,672,270 
2,215,141 
90,445 

8,200,968 

1,433,945 

695,368 

2,129,313 

2,487,790 

8,935 

$12,827,006 


Liabilities 

Current Liabilities 
Short-term borrowings (note 12) 

Commercial paper. 

Banks . 

Agreements with bank trust departments 

Current maturity of long-term debt. 

Accounts payable and accrued expenses . 
Unearned maintenance agreement income 

Deferred income taxes. 

Total Current Liabilities. 

Deferred income Taxes. 

Long-Term Debt. 

Total Liabilities. 


2,586,051 

404,936 

717,958 

30,473 

1,124,713 

276,969 

917,645 

6,058,745 

173,139 

1,990,295 

8,222,179 


$ 1,940,578 
305,869 
655,046 
54,969 
990,762 
242,143 
8553393 
5,045,260 
154,959 
1,706,099 
$ 6,906,318 


Shareholders’ Equity 


$ 6,524,068 $ 5,920,688 


*Restated-see note 3, page 25, 

See accompanying summary of accounting policies and notes to financial statements. 
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Financial Position Detail 


$ in thousands 
RECEIVABLES (note 5) 

Revolving charge/SearsCharge accounts (net of $60,163 and $54,836 accounts sold). . 

Easy payment accounts . 

Other customer accounts and notes (net of $66,338 and $58,082 accounts sold). 

Less-unearned finance charges . 

allowance for uncollectible accounts. 

OTHER INVESTMENTS AND ADVANCES 

Allstate Enterprises, Inc. (cost $171,465 and $ 107,463-note 4). 

International subsidiaries (cost $59,346 and $58,751-note 4) . 

Simpsons-Sears Limited (cost $64,047 and $64,047). 

Homart Development Co. (cost $25,394 and $22,719). 

Other subsidiaries and affiliates (cost $53,789 and $44,261) . 

Investments and advances (principally at cost). 

PROPERTY, PLANT AND EQUIPMENT (at cost-notes 3 and 15) 

Land.. 

Buildings and improvements. 

Capitalized building leases. 

Furniture, fixtures and equipment . 

Total property, plant and equipment. 

Less accumulated depreciation. 

ACCOUNTS PAYABLE AND ACCRUED EXPENSES 

Accounts payable and accrued expenses. 

Federal income taxes accrued. 

Other accrued taxes. 

LONG-TERM DEBT (notes 3 and 7) 

Sears, Roebuck and Co. 

4%% Sinking Fund Debentures, due 1983 . 

7%% Debentures, due 1985 . 

6.2% Notes, due 1988 (Swiss Francs 80,000). 

6%% Sinking Fund Debentures, due 1993 . 

8%% Sinking Fund Debentures, due 1995 . 

8% Sinking Fund Debentures, due 2006 . 

778% Sinking Fund Debentures, due 2007 . 

Capitalized lease obligations (note 9). 

Sears Roebuck Acceptance Corp. 

7.35% Notes, rate subject to fluctuation; notes callable after 

13 months under agreements with bank trust departments. 

5% Debentures, due 1982 . 

8%% Subordinated Debentures, due 1986 . 


January 31 

1978 1977 * 


$4,397,902 

2,282,626 

290,161 

6,970,689 

215,295 

_8 3,992 

$6,671,402 

$ 261,569 
123,693 
158,273 
74,691 
146,144 
58,418 
$ 822,788 

$ 288,370 
2,317,525 
227,584 
1,332,594 
4,166,073 
1,631,232 
$2,534,841 

$ 876,186 
34,505 
21 4,022 
$1,124,713 


$ 134,000 
250,000 
40,440 
82,500 
116,200 
250,000 
300,000 
142,155 


500,000 

50,000 

1 25,00 0 

$1,990,295 


$3,307,807 

2,444,265 

227,525 

5,979,597 

204,065 

103,262 

$5,672,270 

$ 175,686 
118,018 
149,029 
63,543 
121,520 
67,5 72 
$ 695,368 

$ 290,642 
2,245,364 
221,571 
1,259,373 
4,016,950 
1,529,160 
$2,487,790 

$ 727,920 
65,197 
197,645 
$ 990,762 


$ 150,000 
250,000 
31,912 
86,000 
120,600 
250,000 

142,587 


500,000 

50,000 

12 5,000 

$1,706,099 
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Statements of Shareholders’ Equity 


$ in thousands 


Year Ended January 31 



1978 

1977 

1978 

1977* 

COMMON STOCK (INCLUDING CAPITAL IN EXCESS OF PAR 
VALUE}-$.75 PAR VALUE, 400,000,000 SHARES 
AUTHORIZED; ISSUED AND OUTSTANDING AS FOLLOWS: 

Balance, beginning of year (note 2). 

Issued to Profit Sharing Fund. 

Stock options exercised (note 10). 

Dividends reinvested (note 10). 

Equity in capital transactions of Simpsons-Sears Limited . . 

(shares) 

319,011,786 317,091,468 

2,541,090 1,659,570 

175,187 248,464 

143,704 12,284 

$ 729,445 
74,999 
4,942 
4,240 
148 

$ 664,953 
55,997 
7,600 
420 

475 

Balance, end of year. 

321,871,767 

319,011,786 

813,774 

729,445 

RETAINED INCOME 

Balance, beginning of year. 

Net income. 

Dividends to shareholders ($1.08 and $.80 per share) . 

Balance, end of year. 



5,257,373 

837,982 

(345,180) 

5,750,175 

4,817,340 

694,122 

(254,089) 

5,257,373 

UNREALIZED CAPITAL GAINS (LOSSES) ON 

MARKETABLE EQUITY SECURITIES OF ALLSTATE 
INSURANCE COMPANY AND SUBSIDIARIES 
(see pages 32-38): 

Balance, beginning of year . 

Unrealized increases. 



(66,130) 

26,249 

(195,694) 

129,564 

Balance, end of year. 

TOTAL SHAREHOLDERS’ EQUITY. 



(39,881) 

$6,524,068 

(66,130) 

$5,920,688 


*Restated-see note 3, page 25. 

See accompanying summary ot accounting policies and notes to financial statements. 

Report of Certified Public Accountants 

To the Shareholders and Board of Directors of 
Sears, Roebuck and Co.: 


We have examined the Statements of Financial Position of 
Sears, Roebuck and Co. and consolidated subsidiaries as of 
January 31, 1978 and 1977, and the related Statements of 
Income, Shareholders’ Equity and Changes in Financial Posi¬ 
tion for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion, the financial statements referred to above 
present fairly the financial position of Sears, Roebuck and Co. 
and consolidated subsidiaries at January 31,1978 and 1977, 
and the results of their operations and changes in their 
financial position for the years then ended, in conformity with 
generally accepted accounting principles applied on a 
consistent basis after restatement for the change, with which 
we concur, in the method of accounting for financing leases 
as described in note 3 to the financial statements. 







Chicago. Illinois, April 3, 1978 
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Statements of Changes in 
Financial Position 


$ in thousands 


Year Ended January 31 
1978 1977* 


SOURCES OF WORKING CAPITAL 

Net income. 

Depreciation. 

Deferred income taxes . 

Stock issued to Profit Sharing Fund. 

Undistributed net income of unconsolidated subsidiaries 
Unrealized currency losses of consolidated entities .... 

From operations. 

Stock options exercised and dividends reinvested .... 

Proceeds from long-term debt issues. 

Change in 13 month notes . 


USES OF WORKING CAPITAL 

Cash dividends to shareholders. 

Property additions, less dispositions (including capitalized leases) 

Long-term debt reduction. 

Changes in investments and deferred charges . 


INCREASES IN WORKING CAPITAL 


CHANGES IN WORKING CAPITAL COMPONENTS 
Current Assets 

Cash . 

Receivables. 

Inventories. 

Prepaid advertising and other charges. 

Increases in current assets. 

Current Liabilities 
Short-term borrowings 

Commercial paper. 

Banks . 

Agreements with bank trust departments. 

Current maturity of long-term debt. 

Accounts payable and accrued expenses . 

Unearned maintenance agreement income. 

Deferred income taxes. 

Increases in current liabilities. 

INCREASES IN WORKING CAPITAL . 


WORKING CAPITAL (at January 31}. 

*Restafed-see note 3, page 25. 

See accompanying summary of accounting policies and notes to financial statements. 


$ 837,982 
196,014 
18,180 
74,999 
(334,730) 

$ 694,122 
177,071 
30,651 
55,997 
(138.443) 
1,532 

792,445 

9,182 

300,000 

820,930 

8,020 

254,190 

35,000 

1,101,627 

1,118,140 

345,180 

243,065 

24,332 

61,828 

254,089 

224,349 

54,969 

69,725 

674,405 

603,132 

427,222 

515,008 

14,270 

999,132 

410,929 

16,376 

(54,325) 

471,610 

337,532 

(7,459) 

1,440,707 

747,358 

645,473 

99,067 

62,912 

(24,496) 

133,951 

34,826 

61,752 

234,292 

88,302 

20,662 

(75,865) 

(128,842) 

20,581 

73,220 

1,013,485 

232,350 

427,222 

515,008 

$3,582,930 

$3,155,708 
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Summary of Accounting Policies 


Basis of consolidation 

Sears, Roebuck and Co. is a retailer of a broad line of general 
merchandise. The financial statements include the accounts 
of Sears and all its wholly owned domestic subsidiaries 
directly related to retail distribution. The principal such 
consolidated subsidiaries are Sears Roebuck de Puerto Rico, 
Inc., and Sears Roebuck S. A. (Central America). In addition, 
the wholly owned finance subsidiary, Sears Roebuck 
Acceptance Corp., is consolidated. 

Investments 

The principal companies in which Sears ownership exceeds 
20 per cent and which are carried at cost plus Sears equity in 
undistributed income since acquisition are; 

Allstate Insurance Company (wholly owned, page 32) 
Allstate Enterprises, Inc. (wholly owned, page 39) 

Homart Development Co. (wholly owned, page 40) 
International subsidiaries (78 to 100% owned, page 42) 
Simpsons-Sears Limited (40.9% owned-49.9% 
of voting stock, page 42) 

Roper Corporation (40.2% owned, manufacturer) 

DeSoto, Inc. (31.3% owned, manufacturer) 

Kellwood Company (22.4% owned, manufacturer) 
Universal-Rundle Corporation (59.4% owned, manufacturer) 
Except for the international subsidiaries, all of these com¬ 
panies operate principally in the United States and/or Canada. 

The investment in Allstate Insurance Company includes 
unrealized gains and losses on marketable equity securities. 

Inventories 

Substantially ail domestic merchandise inventories are valued 
at the lower of cost (last-in, first-out-UFO) or market by 
application of accepted Bureau of Labor Statistics’ price 
indices to inventories at their selling values. 

Property and depreciation 

Sears provides depreciation principally by the straight-line 
method. Certain display and other items in new, relocated, 
enlarged stores or major remodelings are written off within 
one year. 

The estimated useful lives for depreciation purposes are: 
Major structures-25 to 50 years 
Parking space-10 to 20 years 
Furniture and fixtures~6 to 10 years 
Transportation equipment-3 to 8 years 

Net income per share 

Net income per share of common stock is based on the aver¬ 
age number of shares outstanding during each year. The 
dilutive effect resulting from the assumed exercise of out¬ 
standing stock options is not material. 


Income taxes 

The investment tax credit is reflected as a reduction in current 
income taxes (flow-through method). 

Income tax expense is based upon the financial statement 
reported earnings. Deferred taxes arise due to differences in 
reporting of income for tax purposes (note 8). 

U.S. income and foreign withholding taxes are not provided 
on unremitted earnings of international companies which 
Sears considers to be permanent investments. The 
cumulative amount of unremitted earnings of $175 million 
would require additional tax payments of approximately $35 
million, if remitted. 

Recognition of income 

Profit on merchandise sold on credit is included in consoli¬ 
dated income in the year of sale. In accordance with cus- . 
tomary trade practices, uncollected balances which will 
become due after one year are included as current assets. 
Revenue from services to be performed over future periods is 
recognized over the time interval. The principal such items are 
maintenance agreement sales and finance charges on easy 
payment accounts. 

Equity in income of unconsolidated subsidiaries and 
affiliates is based generally upon Sears share of their reported 
earnings. For international companies where significant 
currency restrictions exist, the dividend method of reporting 
income is used. Net income of insurance companies does not 
include unrealized changes in the market values of 
marketable equity securities. 

Expenses and Intangibles 

Expenses are charged to operations as incurred except for 
the following which are deferred, as indicated, to future 
accounting periods to achieve a better matching of costs and 
revenues: 

Production costs of major catalogs-over the revenue- 
producing lives of 2 to 6 months. 

Debenture discount and expense by the straight-line 
method-over the lives of the debentures, assuming 
minimum sinking fund requirements. 

Carrying costs (real estate taxes and interest) of 
construction-in-progress and land held for future use, to 
the extent market value is not exceeded-over the 
depreciable life of the structure when placed in economic 
use. interest capitalized is based on the cost of land 
and construction and the average cost of borrowed funds. 
The company provides and funds the current costs of its 
supplemental pension plan. 
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Notes to Financial Statements 


1. Financial information of principal unconsolidated 
entities and quarterly financial data 

The financial statements of Allstate Insurance Company and 
consolidated subsidiaries; condensed financial statements of 
Allstate Enterprises, Inc. and consolidated subsidiaries; 
Homart Development Co. and Simpsons-Sears Limited; and 
selected data on International Operations are included in this 
annual report. 

Selected unaudited quarterly financial data for the two 
years ended January 31, 1978, is presented on page 1 of this 
report. 


2. Stock split 

On May 16, 1977, the shareholders approved an increase in 
the number of authorized common shares from 200 million 
shares to 400 million shares and a decrease in the par value 
per share from $1.50 to $.75, in connection with a two-for- 
one stock split. All references in the consolidated financial 
statements to the number of common shares and all per share 
data have been adjusted to reflect this common share split. 


3. Change in accounting 

In 1977, the company and its consolidated subsidiaries 
modified their method of accounting for leasing transactions 
as prescribed by Statement No. 13 of the Financial 
Accounting Standards Board. The new accounting rules 
require the capitalization of any lease that transfers 
substantially all of the benefits and risks of ownership to 
the lessee. The financial statements for 1976 and prior years 
have been restated for this change as follows: 

Net Income- Retained fncome- 
(thousands) Year 1976 Years through 1975 


As previously reported .... $694,516 $4,333,182 

Effect of capitalizing leases. (394) (15,842) 


As restated 


$694,122 


$4,817,340 


Capital leases are amortized over the term of the respective 
leases. Lease amortization is included in depreciation 
expense. 


4. Subsidiary investments 

Disposition: 

In 1976, the company disposed of its Belgian subsidiary, 
Galeries Anspach, whose operating losses since acquisition 
in 1972 aggregated $53.2 million through January 31, 1976, 
plus operating losses of $15.5 million for the year ended 
January 31, 1977. In addition to the operating losses, the 
company incurred a $38.6 million loss on disposition. The 
disposition resulted in a total U.S. income tax benefit of $53.7 
million in the year ended January 31, 1977, $26.6 million of 
which results from losses recorded prior to the year ended 
January 31, 1977 and became realizable upon disposition. 
Acquisition: 

On September 30, 1977, Allstate Savings and Loan 
Association, a wholly owned subsidiary of Allstate 
Enterprises, Inc., purchased for approximately $63.6 million 
substantially all of the assets and liabilities of California 
Financial Corporation. 

5. Credit operations 

Installment accounts (easy payment) will be replaced by 
SearsCharge (a revolving charge plan) over the next several 
years. To state income more appropriately during the phase- 
out period of the installment accounts and the expansion of 
SearsCharge accounts, the company, effective February 1, 
1977, has changed its estimation method for (a) amortizing 
unearned finance charges related to easy payment accounts, 
using actual contract lives rather than weighted average 
contract lives and, (b) computing its allowance for 
uncollectible customer receivables, incorporating an updated 
computer model for projecting probable losses in the 
collection process. The first change in estimate had the effect 
of reducing income by $35 million and the second change 
caused an increase in income of $31 million in 1977. The two 
changes reduced 1977 net income by less than $.01 per 
share. 
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Notes to Financial Statements, continued 


Details of finance charge revenues and credit costs are 
presented in conformity with industry standards, and exclude 
the adjustments resulting from the changes in estimates 
discussed above. Pro forma interest was computed on 
average installment receivables less applicable net deferred 
taxes. 


(millions) 

Finance charge revenues 
(included in net sales) 

Revolving charge accounts .... 
Easy payment accounts. 

Credit sales expense, including 

expenses in stores. 

Provision for uncollectible accounts 
Pro forma interest (at percentage 

rates below). 

Income taxes. 


Income over expenses. 

Average cost of funds borrowed 


Year Ended 
January 31 


1978 

1977 

$529 

292 

$428 

300 

$821 

$728 

$450 

59 

$406 

55 

306 

3 

244 

11 

$818 

$716 

$ 3 
6.3% 

$ 12 
5.9% 


6. Inventories 

The company employs the last-in, first-out (LIFO) method 
of inventory valuation for substantially all domestic 
inventories. If the inventory were valued at its approximate 
current cost, it would have been $187,000,000 and 
$88,000,000 higher than reported at January 31, 1978 and 
January 31, 1977. 


7. Long-term debt 

The indentures provide that the company cannot take certain 
actions, including the declaration of cash dividends, which 
would cause its unencumbered assets to drop below 150 per 
cent of liabilities. The excess unencumbered assets at 
January 31, 1978, were $984 million. 

Long-term debt maturities, excluding $500 million of 7.35% 
notes which have no specified maturity are as follows: 

Year Ending January 31 (millions) 
7979 1980 1981 1982 1983 


Debentures. $24 $25 $25 $25 $76 

Capitalized teases ..... 7 7 6 6 6 

Total. $31 $32 $31 $31 $82 


8. Income taxes 

Federal and state income taxes on current operations include: 


Year Ended 
January 31 


(millions) 

1978 

1977 

Current portion . 

$262 

$341 

Investment tax credit (flow-through method). 

(16) 

(13) 

Deferred tax expense- 
Current 

Installment sales. 

96 

93 

Receivable reserves. 

6 

(8) 

Maintenance agreement income. 

(8) 

(11) 

Supplemental pension costs. 

— 

9 

Other. 

(9) 

(4) 

Long-term 

Depreciation. 

21 

28 

Other. 

4 

— 

Total Deferred. 

110 

107 

Financial statement income tax provisions . 

$356 

$435 


The financial statement tax expense for 1977 and 1976 
includes state income tax expense of $44 million ($12 million 
deferred) and $43 million ($1 1 million deferred), respectively. 
A reconciliation of effective rates, based upon income before 
taxes, equity in net income of unconsolidated subsidiaries, 
and the Belgian subsidiary !oss (note 4), with the statutory 
federal tax rate is: 


Statutory federal income tax rate. 

State income taxes, 

net of federal income taxes. 

Investment tax credit (flow-through method). 
Miscellaneous items. 

Effective income tax rate. 


Year Ended 
January 31 


1978 

1977 

48.0% 

48.0% 

3.2 

2.6 

(2.2) 

(1.4) 

.5 

.4 

49.5% 

49.6% 
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9. Commitments 

Leases: 

Rental payments are based upon contractual minimum 
rates and, for certain retail stores, amounts in excess of 
these minimum rates are payable based upon specified 
percentages of sales. For the years 1977 and 1976, 
contingent rentals, based primarily on sales, were $41.9 
million and $35.4 million. Certain of the leases include renewal 
or purchase provisions at the company’s option. Minimum 
fixed lease obligations, excluding taxes, insurance and other 
expenses payable directly by the company, for leases in 
effect as of January 31, 1978, are: 


(millions) 

1978 . 

1979 . 

1980 . 

1981 . 

1982 . 

after 1982 . 

Minimum payments. 

Executory costs (principally taxes to be 

paid by the lessor). 

Implicit interest. 

Present value of net 

minimum lease payments. 

•Includes $142 million of long-term obligations. 


Capital 

Leases 

Operating 

Leases 

$ 26 

$ 50 

25 

46 

22 

37 

21 

32 

21 

29 

293 

211 

$408 

$405 

77 


182 


$149* 



Capital expenditures: 

At January 31, 1978, the company’s commitment for capital 
expenditures for new and enlarged facilities is $207 million for 
the period 1978-80. 


10. Common shares reserved for future issuance 

Employe stock options under Sears plans are granted 
at the fair market value on the date of the grant. Generally 
options become exercisable in four annual and cumulative 
installments beginning one year after the date of grant and 
expire 10 years after the date of grant. 

No options were granted during 1977 or 1976. 
Outstanding options at year-end were exercisable 
principally at $26.10 per share, aggregating $164,959,000. 
At January 31, 1978, 4,606,000 shares were exercisable and 
3,250,000 shares were available for future grants under 
the 1967 and 1972 Employe Stock Plans. 


A summary of option shares outstanding is: 

Year Ended 
January 31 


(thousands of shares) 

1978 

1977 

Beginning balance. 

. 6,562 

6,956 

Cancelled . 

. (144) 

(146) 

Granted. 

. — — 

Exercised. 

. (175) 

(248) 

Ending balance. 

. 6,243 

6,562 


In 1976, Sears established a dividend reinvestment plan. 
At January 31, 1978, 3,844,012 shares have been reserved 
for future issuance under this plan. 

11. Retirement plans 

The company provided $140.3 million for the Profit Sharing 
Fund and $44.3 million for the Supplemental Pension Plan for 
fiscal year 1977 and $114.5 million and $33.3 million for these 
plans, respectively, in 1976. Both of these employe benefit 
plans were modified as of the beginning of 1978. 

The immediate effect of the plan changes is anticipated to 
be a significant increase in the provision for pensions which is 
expected to be partially offset by a reduction in the provision 
for profit sharing. 

Profit Sharing: 

Under the new profit sharing plan, the company will contribute 
six per cent of consolidated net income, as defined, before 
federal income taxes and profit sharing contribution. Under 
the former plan, the company contributed eleven per cent of 
consolidated net income, as defined, before federal income 
taxes, pension costs and profit sharing contribution. 
Pension: 

The supplemental pension plan in effect in 1977 was a 
noncontributory plan which provided pension benefits for 
salaried employes based upon length of service and 
remuneration over $15,000 per year. At January 31, 1978, 
the actuarially computed value of vested benefits was $111.3 
million in excess of the market value of the plan’s assets. The 
actuarially computed unfunded past service costs, which 
includes provision for both vested and non-vested benefits, 
were $240.6 million at January 31, 1978. 

Pension benefits under the new pension plan will be based 
on length of service, average annual compensation and social 
security benefits received by the employe. All full-time 
employes as well as certain part-time employes will be 
entitled to participate after complying with conditions for 
vesting. 
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Notes to Financial Statements, continued 


12. Short-term borrowings 

Sears obtains required short-term funds by the issuance 
of notes to Sears Roebuck Acceptance Corp. (SRAC) and 
through borrowings from banks, SRAC obtains funds 
primarily through the placement of commercial paper and 
under agreements with bank trust departments. At January 
31, 1978, the company had unused lines of bank credit ap¬ 
proximating $2.5 billion of which more than $400 million is 


also available for use by a designated subsidiary. The credit 
lines are renewable annually at various dates and provide tor 
loans of varying maturities at the prime rate. There are no 
formal or informal compensating balance arrangements with 
any of the banks. 

Selected details of the company's short-term borrowings 
are as follows: 


Commercial paper 


Banks 


Agreements with 
Bank trust departments 


(millions) Amount 

Balance, January 31, 1978 . $2,586 

Average during 1977 . 2,431 

Maximum during year (month end). 2,972 

Balance, January 31, 1977 . $1,941 

Average during 1976 . 1,963 

Maximum during year (month end). 2,337 


Weighted 

interest 

rate 

Amount 

Weighted 

interest 

rate 

Amount 

Weighted 

interest 

rate 

6.8% 

$405 

8.1% 

$711* 

7.1% 

5.7 

320 

7.1 

672 

6.1 


405 


711 


4.8% 

$305 

6.4% 

$655 

5.1% 

5.1 

257 

6.9 

648 

5.5 


340 


684 



* Excludes $7 million of current maturities of 13 month notes. 


13. Supplementary income statement information (thousands) 

(a) The following items are included in costs and expenses 
before operating income from sales and services (page 19): 

Advertising costs (excluding catalog) . 

Taxes-pay roll. 

property. 

other . 

Depreciation of property. 

Operating lease rentals-(includes contingent rentals, based primarily upon sales, 

of $36 million for 1977 and $30.7 million for 1976) . 
Repairs and maintenance. 

(b) Foreign currency exchange losses included in net income are; 

Sears. 

Unconsolidated subsidiaries, excluding Belgium. 


Year Ended January 31 


1978 

$517,538 

256,634 

102,627 

38,098 

196,014 

136,406 

134,836 

$ (561) 

(11,407) 


1977 

$419,460 

223,862 

97,086 

34,409 

177,071 

123,316 

120,871 

$ (2,251) 
(23,630) 


14. Pending legal proceedings 

In August, 1973, a commissioner of the Equal Employment 
Opportunity Commission filed with the commission a charge 
alleging violations by the company of the Civil Rights Act of 
1964 and an investigation of this charge was instituted by the 
commission. The company does not know whether a suit 
against it will ultimately emanate from the commission as a 
result of this investigation. Further, there are various claims 


and pending actions against the company and its subsidiaries 
with respect to commercial matters arising out of the normal 
conduct of the business. 

The consequences of these pending actions, the investiga¬ 
tion and claims are not presently determinable but, in the 
opinion of the management of the company, the ultimate 
liability resulting, if any, will not have a material effect on the 
financial position or results of operations of Sears and its con¬ 
solidated subsidiaries. 
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15. Estimated replacement cost data (unaudited) 

The Securities and Exchange Commission (SEC) requires 
management to estimate the replacement cost of the 
inventories and productive capacity of the company. In its 
rules the SEC cautions that such information cannot be used 
simplistically to adjust reported net income because of the 
substantial unresolved theoretical problems and the 


subjective judgments involved in calculating replacement 
cost. 

The estimated replacement cost data presented below was 
prepared in accordance with general guidelines developed by 
the retail industry. The guidelines and assumptions used in 
developing these estimates are included in the company’s 
annual report on SEC Form 1G-K: 


At January 31, 1978 At January 31, 1977* 



Plant and 

Accumulated 

Plant and 

Accumulated 

(millions) 

equipment 

depreciation 

equipment 

depreciation 

Per financial statements. 

. $4,166 

$1,631 

$4,017 

$1,529 

Adjusted for land, capitalized carrying costs and 
construction in progress. 

. (406) 

(26) 

(425) 

06) 

Historical costs, as adjusted . 

. $3,760 

$1,605 

$3,592 

$1,513 

Estimated replacement cost . 

. $5,644 

$2,296 

$5,021 

$2,014 


* Restated to include capitalized financing leases (note 3). 


Depreciation expense would have been approximately 
$102 million and $68 million greater in 1977 and 1976, 
respectively, if assets had been valued at replacement cost. In 
addition, operating cost savings of approximately $78 million 
and $65 million would have been realized in 1977 and 1976 
had assets been replaced as assumed. 

Cost of merchandise sold computed by the method used in 
the historical financial statements, using inventories valued at 


the lower of cost (last-in, first-out) or market determined by 
the retail method, does not differ materially from replacement 
cost amounts for 1977 and 1976. 

The company has followed and will continue to follow a 
policy of adjusting selling prices, competitive conditions 
permitting, for cost increases. Therefore, we repeat the SEC 
caution to investors against simplistic use of the 
aforementioned data. 
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Ten-Year Summary* 


Summary of Operations (millions) 1977 

Net sales. $17,224 

Cost of sales, buying and occupancy expenses . 11,173 

Selling and administrative expenses. 4,840 

Operating income . 1,211 

Per cent of net sales. 7.0 

Equity in net income of-Aflstate Group . 417 

-Other companies.... 57 

Interest expense. (353) 

Profit sharing contribution. (140) 

Income taxes (current operations). (356) 

Net income . 838 

Per Share. 2.62 

Average shares outstanding. 319.9 

Dividends per share-regular. .93 

-extra. .15 

Year End Position (millions) 

Customer installment accounts (gross). $ 6,681 

Inventoriesf. 2,626 

Property, plant and equipment (net) . 2,535 

Long-term debt. 1,990 

Retained income. 5,750 

Shareholders’ equity. 6,524 

Shareholders’ Investment (pershare) 

Book value (year end). $ 20.27 

Per cent return on average equity (excludes un¬ 
realized gains and losses on equity securities) 13.4 

Market price common stock (high-low). 33-24 

Closing price fiscal year end . 25 

Price/earnings ratios (high-low). 13-9 

Miscellaneous Data 

Shareholders (Profit sharing fund counted 

as single shareholder). 286,773 

Retail stores (excluding foreign corporations)- 

Number . 862 

Retail space (gross sq. ft. in millions). 112.0 

Catalog merchandise distribution centers ... 14 

Other selling facilities and independent 

catalog merchants. 2,901 

Capital additions (millions). $ 262 

Depreciation (millions). $ 196 


1976 

1975 

1974 

1973 

1972 

$14,950 

$13,640 

$13,101 

$12,306 

$10,991 

9,399 

8,536 

8,191 

7,558 

6,707 

4,294 

3,941 

3,831 

3,510 

3,185 

1,257 

1,163 

1,079 

1,238 

1,099 

8.4 

8.5 

8.2 

10.1 

10.0 

210 

76 

168 

203 

170 

43 

53 

38 

52 

38 

(270) 

(281) 

(371) 

(262) 

(156 

(114) 

(86) 

(88) 

(120) 

(111 

(435) 

(392) 

(303) 

(433) 

(416 

694 

522 

495 

675 

627 

2.18 

1.65 

1.57 

2.15 

2.01 

317,8 

316.1 

314.9 

314.3 

312.9 

.80 

.80 

.80 

.75 

.70 

* * 

.125 

.125 

.125 

.10 


$ 5,752 

$ 5,267 

$ 5,048 

$ 4,673 

$ 4,268 

2,215 

1,878 

1,979 

1,879 

1,642 

2,488 

2,441 

2,342 

2,099 

1,835 

1,706 

1,471 

1,239 

1,126 

1,061 

5,257 

4,817 

4,588 

4,384 

3,984 

5,921 

5,287 

4,736 

4,929 

4,761 


$ 18.56 

$ 16.67 

$ 15.00 

$ 15.66 

$ 15.16 

12.1 

9.8 

9,7 

14.2 

14.5 

40-31 

37-29 

45-21 

58-39 

62-49 

31 

35 

30 

44 

57 

18-14 

22-17 

28-13 

27-18 

31-25 


267,541 

270,733 

270,014 

267,457 

262,080 

859 

858 

851 

840 

837 

110.5 

108.8 

105.7 

102.2 

98.6 

14 

13 

13 

12 

12 

2,920 

2,918 

2,886 

2,785 

2,648 

$ 235 

$ 290 

$ 415 

$ 407 

$ 357 

$ 177 

$ 172 

$ 156 

$ 134 

$ 126 


•Restated to reflect 2-for-1 stock split and capitalization of financing leases. 

** Extra dividend of 15 cents per share paid in April, 1977 versus 12'/2 cents per share paid in January, 1976 (fiscal 1975). 
t The financial statements for the years subsequent to 1974 are not comparable to prior periods due 
to the adoption of the LIFO method of inventory valuation on February 1, 1975. 
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Analysis of Summary of Operations 


1971 

1970 

1969 

1968 

1977 Compared with 1976 

$10,006 

$ 9,251 

$ 8,844 

$ 8,178 

Net sales for 1977 rose 15.2 per cent, reflecting strong consumer 

6,066 

5,609 

5,344 

4,986 

demand for promotionalfy priced merchandise. Operating income 

2,904 

2,681 

2,540 

2,329 

declined 3.6 per cent and represented 7.0 per cent of net sales 

1,036 

961 

960 

863 

compared with 8.4 per cent for 1976. The cost of sales, buying and 

10.4 

10.4 

10.9 

10.6 

occupancy expenses increased to 64.9 per cent of net sales from 62.9 

140 

102 

96 

96 

per cent for 1976. The strong net sales increase contributed to a 

25 

23 

24 

24 

decrease in selling and administrative expenses from 28.7 per cent of net 

(147) 

(169) 

(163) 

(122) 

sales in 1976 to 28.1 per cent in 1977. 

(101) 

(87) 

(88) 

(77) 

Equity in the net income of the Allstate Group increased 98 per cent to 

(399) 

(363) 

(393) 

(363) 

$ 1.30 per share of Sears from 66 cents, primarily the result of improved 

557 

468 

441 

423 

property-liability insurance underwriting results. Income of other 

1.80 

1.52 

1.44 

1.38 

unconsolidated companies, rose to $57 million from $43 million, 

309,8 

308.6 

307.6 

306.5 

excluding a discontinued subsidiary loss in 1976. The losses of the 

.675 

.60 

.60 

.575 

discontinued Belgian subsidiary are presented in note 4 to the financial 

.075 

$ 3,949 
1,429 
1,550 

841 

3,608 

4,199 

.075 

$ 3,794 
1,308 
1,366 
776 
3,282 
3,733 

.075 

$ 3,591 
1,215 
1,337 
601 
3,023 
3,544 

.075 

$ 3,347 
1,134 
1,107 
629 
2,788 
3,356 

statements. 

Interest expense rose $83 million or 31 per cent. This reduced earnings 

12 cents per share. The 1977 Profit Sharing contribution rose 23 per cent 
to $ 140 million. Income taxes (current operations) declined 18 per cent to 
$356 million, the result of the lower level of merchandising income. 

Net income for the year 1977 rose 21 per cent to $838 million. Net 
foreign currency exchange losses reduced 1977 net income $ 12 million. 
This compared with a 1976 net loss of $25.9 million. 

The Message to Shareholders (pages 2 and 3), Fourth Quarter Results 
(pages 4 and 5) and the Financial Review and Comments (pages 8-18) 
contain additional information. 

$ 13.48 

$ 12.08 

$ 11.49 

$ 10.93 

1976 Compared with 1975 

Net sales for 1976 rose 9.6 per cent, reflecting renewed strength in the 

14.3 

13.1 

13.4 

13.9 

economy in the last half of the year. Operating income rose 8.1 per cent 

52-38 

41-26 

37-31 

36-28 

and represented 8.4 percent of net sales compared with 8.5 per cent for 

50 

40 

31 

32 

1975. The cost of sales, buying and occupancy expenses increased to 

29-21 

27-17 

26-22 

26-21 

62.9 per cent of net sales from 62.6 per cent for 1975. Selling and admin¬ 
istrative expenses decreased to 28.7 percent of net sales from 28.9 per 
cent for 1975. 

Equity in the net income of the Allstate Group increased 177 per cent 

251,951 

253,265 

253,510 

252,118 

to 66 cents per share of Sears from 24 cents, primarily the result of a 
reduction in property-liability insurance underwriting losses to $107 

836 

827 

826 

818 

million from $257 million in 1975. Income of other unconsolidated 

94.2 

89.6 

86.6 

83.3 

companies, excluding a discontinued subsidiary, declined to $43 million 

11 

11 

11 

11 

from $53 million in 1975. The losses of the discontinued Belgian 
subsidiary are presented in note 4 to the financial statements. 

2,507 

2,346 

2,166 

1,969 

The 1976 Profit Sharing contribution rose 32 per cent to $114 million. 

$ 364 

$ 273 

$ 219 

$ 145 

Income taxes (current operations) rose 11 per cent to $435 million. These 

$ 112 

$ 110 

$ 112 

$ 110 

increases were the result of higher levels of income. 


Net income for the year 1976 rose 33 per cent to $694 million. Net for¬ 
eign currency translation fosses reduced 1976 net income $25.9 million. 
This compared with a 1975 net loss of $5.3 million. 
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Allstate Group of Companies 


Allstate Group 

The Allstate Group of companies reached a new high in 
sales volume in 1977 and net income continued on a 
recovery trend to nearly double the prior year amount. 
Insurance premiums written and financial services reve¬ 
nues totaled $4,753 billion, an increase of $857 million or 
22 per cent from 1976. Total net income was $417 million, 
compared with $210 million for 1976. Net income was 
favorably influenced by improved underwriting results. 

Net income represented $1.30 per Sears share, up sharply 
from 66 cents the previous year. 

Property and liability insurance 

Premiums written for all property and liability insurance lines 
rose $758 million from 1976 to a total of $4,308 billion. All¬ 
state is a multiple-line insurance group and writes practically 
all kinds of insurance for individuals, businesses and other 
organizations and is also a major reinsurer. 

The companies wrote auto premiums of $2,868 billion, 
an increase of $492 million from 1976. Premiums written 
for other property and liability insurance lines, principally 
homeowners, residential fire, commercial and health, rose to 
$1,440 billion, up from $1,174 billion the previous year. 
These non-auto insurance lines when combined with the life 
insurance premiums comprised 36.7 per cent of Allstate’s 
total insurance premiums written. 

The combined property-liability insurance operations pro¬ 
duced an underwriting income (before investment income) of 
$188.4 million before income taxes, a margin of 4.7 percent 
to premiums earned. This was a marked improvement from 
the 1976 underwriting loss of $107 million or 3.3 per cent of 
earned premium. Underwriting results were affected by higher 
earned premium levels and lower claim frequency, but these 
favorable factors were partially offset by continuing sharp 
increases in the average cost of the various classes of claims. 
In addition, 1977 results benefited from fewer claims arising 
from tornadoes, hurricanes and other catastrophes than 
might be expected on average. 

Allstate’s net investment income from interest and 
dividends was $266.4 million before income taxes, up $52.2 
million or 24.4 per cent from 1976. The increase resulted 
principally from a greater amount of funds invested, but a 
higher yield on the portfolio was also a contributing factor. 
During 1977 most of the new funds that became available 
were invested in state and municipal bonds and redeemable 
preferred stocks. The investment program is an important 
element of the companies’ profitable operations. For the past 
ten years, net investment income has increased at a 
compound annual rate of 19.4 per cent. 


Realized capital gains before income taxes amounted to 
$746 thousand compared with $11.5 million for the previous 
year. During 1977 gains were realized from sales of bonds but 
these were offset by losses realized on common stocks. 
Valued at year end 1977 market prices, Allstate’s portfolio of 
marketable equity securities consisting of common and pre¬ 
ferred stocks showed a net unrealized loss of $39.9 million 
compared with $66.1 million at year end 1976. 

Total net income of the insurance group, including life 
insurance, was $395.1 million compared with $195.3 million 
the previous year. While all net income components, except 
realized capital gains, showed increases, the largest single 
factor in the greatly improved result was the swing from an 
underwriting loss to an underwriting income on property- 
liability insurance. During 1977 Allstate Insurance Company 
paid its parent, Sears, $ 120 million in dividends, representing 
30.4 per cent of the net income of the insurance group. 

Assets as of the close of the year were $6.8 billion, up $ 1.1 
billion from year end 1976. This increase arose principally 
from the sizeable new funds generated by the growth and 
operations of the companies. Investments, principally in 
bonds and stocks, comprised 74.4 per cent of total assets. 

Life insurance 

Life insurance in force rose $1,306 billion during 1977 to a 
total of $21,562 billion at year end. The total included 
$13,234 billion of insurance on individuals and $8,328 
billion of group insurance. Insurance in force on individuals 
rose 10.5 per cent during the year, and group insurance in 
force increased .6 per cent. Life insurance premiums totaled 
$222.3 million, an increase of $33.4 million from 1976. 

Total net income from life insurance operations, after in¬ 
come taxes, amounted to $40.8 million for 1977 compared 
with $39.9 million for the previous year. 

Assets of the fife companies increased $ 149 million during 
1977 to $879 million at year end. Investments, principally in 
bonds, stocks and mortgages, comprised 86.4 per cent of 
total assets. 
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The year ahead 

The property-liability insurance operations are expected to 
produce an underwriting income again in 1978. It seems 
evident, however, that inflationary pressures on claim 
costs will continue to be severe and will tend to squeeze 
underwriting margins. Rate increases will need to be taken 
because of such rising claim costs and also because some 
segments of the business remain underpriced currently. 

Interest and dividends from investments are expected to 
increase as Allstate's investment portfolio grows in size. It is 
anticipated that net income from life insurance operations 
and from financial services will show gains from 1977. Total 
net earnings of the Allstate Group should compare favorably 
with the past year. 

Allstate Group-Insurance and Financial Services 


Premiums written and financial services revenues 

in billions of dollars 



68 69 70 71 72 73 74 75 76 77 


Net Income in dollars per Sears share 

-$1.50 



68 69 70 71 72 73 74 75 76 77 
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.50 

.25 
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Allstate Insurance Company 

and Consolidated Subsidiaries 


/instate 


Statements of Income $ in thousands 


Net premiums written . 

Premiums earned . 

Investment income, less investment expenses. . .. 

Costs and expenses 

Claims and claims expense. 

Policy acquisition costs and operating expenses 
Premium and other taxes and tees . 


Income before income taxes, equity in income of 

unconsolidated subsidiaries and affiliates and realized gains. 

Income taxes (note 3). 

Equity in income of unconsolidated subsidiaries and affiliates (note 6). 

Income before realized gains. 

Net realized capital gains (excluding unrealized net increases in market 
value of marketable equity securities of $26,249 and $129,564) 

Realized capital gains, net of taxes of $(241) and $3,962 (note 3) . 

Equity in net realized capital gains of unconsolidated subsidiaries (note 6) 


Net income 


Statements of Changes in Financial Position $ in thousands 
SOURCES OF FUNDS 

Net income . 

Increase in reserve for claims and claims expense. 

Increase in unearned premiums. 

Change in deferred income taxes . 

Increase in all other liabilities. 

Additional capital paid-in. 

Undistributed net income of unconsolidated subsidiaries and affiliates . 

Total Sources of Funds. 

USES OF FUNDS 

Increase in premium installments receivable . 

Increase in deferred policy acquisition costs. 

Increase in property and equipment, net. 

Increase (decrease) in all other assets. 

Dividends to Sears, Roebuck and Co. 

Total Uses of Funds. 

NET SOURCES OF FUNDS. 

Increase in investments due to change in unrealized capital gains and losses on 
marketable equity securities before deferred taxes. 

INCREASES IN CASH AND INVESTMENTS. 

See accompanying notes to financial statements. 


Year Ended December 31 


1977 

1976 

$4,308,131 

$3,550,012 

$3,987,1 17 

$3,234,207 

266,387 

214,138 

4,253,504 

3,448,345 

2,906,265 

2,629,872 

738,686 

594,789 

153,778 

116,515 

3,798,729 

3,341,176 

454,775 

107,169 

104,141 

(40,562) 

350,634 

147,731 

42,747 

39,580 

393,381 

187,311 

987 

7,551 

736 

452 

1,723 

8,003 

$ 395,104 

$ 195,314 

Year Ended December 31 

1977 

1976 

$ 395,104 

$ 195,314 

366,517 

262,179 

311,178 

312,923 

96,690 

(37,817) 

74,232 

83,213 

84 

198 

(41,674) 

(39,527) 

1,202,131 

776,483 

122,117 

134,792 

24,516 

20,173 

10,708 

5,492 

51,547 

(28,083) 

120,000 

40,046 

328,888 

172,420 

873,243 

604,063 

26,249 

129,564 

$ 899,492 

$ 733,627 
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Statements of Financial Position $ in thousands 


December 31 


ASSETS 

Investments (note 5) 

Bonds and redeemable preferred stocks (estimated market $4,321,741 and $3,225,525) 

State and municipal. 

Other. 

Preferred stocks (cost $157,556 and $162,758). 

Common stocks (cost $717,530 and $784,178). 

Other investments. 

Total Investments. 

Cash. 

Investments in Unconsolidated Subsidiaries and Affiliates (note 6). 

Premium Installments Receivable . 

Accrued Investment Income. 

Property and Equipment (net of accumulated depreciation of $104,342 and $87,037). . . 

Deferred Policy Acquisition Costs... 

Other Assets. 

Total Assets. 

LIABILITIES 

Reserve for Claims and Claims Expense. 

Unearned Premiums . 

Claim Drafts Outstanding . 

Income Taxes (note 3). 

Other Taxes. 

Other Liabilities and Accrued Expenses. 

Total Liabilities. 

CAPITAL 

Capita! Stock (including additional capital paid in) . 

Unrealized Capital Losses on Marketable Equity Securities (note 5). 

Retained Income. 

Total Capital. 


Statements of Capital S in thousands 


Balance, Beginning of Year. 

Net Income. 

Unrealized Net Increases in Market Value of Marketable Equity Securities 

Additional Capital Paid-In. 

Dividends to Sears, Roebuck and Co. 


1977 

1976 

$3,472,904 

$2,762,745 

631,313 

429,332 

4,104,217 

3,192,077 

138,119 

144,577 

696,058 

738,144 

114,845 

69,246 

5.053,239 

4,144,044 

38,005 

47,708 

311,354 

253,682 

819.784 

697,667 

75,160 

59,208 

203,946 

193,238 

126,273 

101,757 

160,978 

159,737 

$6,788,739 

$5,657,041 

$2,662,006 

$2,295,489 

1,972,718 

1,661,540 

83,018 

75,159 

91,276 

14,626 

57,440 

45,527 

186.899 

130,755 

$5,053,357 

$4,223,096 

$ 62,156 

$ 62,072 

(39,661) 

(66,130) 

1,713,107 

1,438,003 

$1,735,382 

$1,433,945 

Year Ended December 31 

1977 

1976 

$1,433,945 

$1,148,915 

395,104 

195,314 

26,249 

129,564 

84 

198 

(120,000) 

(40,046) 

$1,735,382 

$1,433,945 


Balance, End of Year. 

See accompanying notes to financial statements. 
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Allstate Insurance Company 

and Consolidated Subsidiaries 



Keep tf[e 'Promise 


Notes to Financial Statements equity method at rates which reflect the expected method of 

Two Years Ended December 31, 1977 realization. 


1. Summary of significant accounting policies 

Basis of Consolidation-Allstate Insurance Company (a 
wholly owned subsidiary of Sears, Roebuck and Co.) directly 
or through its subsidiaries is engaged in the property-liability 
and life insurance businesses. The financial statements 
include the accounts of Allstate and all of its domestic and 
Canadian property-liability insurance subsidiaries. Other 
foreign, life insurance and non-insurance subsidiaries are 
carried at cost plus the company’s equity in undistributed net 
income and unrealized gains or losses since acquisition dates 
(equity method). Investments in other affiliates in which 
ownership exceeds twenty per cent, and in which the 
company has significant influence on the operations of the 
investee, are carried on the equity method. 

Investments-Bonds and redeemable preferred stocks are 
carried at amortized cost; preferred and common stocks are 
carried at quoted market values; other investments are 
carried primarily at amortized cost. 

For preferred and common stocks, the difference between 
cost and market, net of deferred income taxes, is reflected in 
capital. Realized capital gains and losses, resulting from sales 
of investments, represent the difference between the net 
proceeds and the cost of the investments sold, determined on 
a specific identification basis. 

Property and Equipment-Property and equipment are 
stated at cost, less accumulated depreciation. The company 
provides for depreciation by the straight-line method over the 
estimated useful lives of the assets. 

Deferred Policy Acquisition Costs-Certain costs of 
acquiring insurance business, principally agents’ compen¬ 
sation and premium taxes, are deferred and amortized 
to income as premiums are earned. 

Reserve for Claims and Claims Expense-The reserve for 
claims and claims expense is an accumulation of the 
estimated amounts necessary to settle all outstanding claims, 
based upon the facts in each case and the company’s 
experience with similar cases. 

Unearned Premiums-Premiums are deferred and earned 
on a pro rata basis over the terms of the policies. 

Reinsurance-All accounts are stated net of amounts per¬ 
taining to reinsurance ceded. Such amounts are not 
significant. 

Income Taxes-Deferred income taxes arise from timing 
differences between income reported for federal income tax 
and financial statement purposes. Income taxes are provided 
on income of minority owned affiliates accounted for on the 


2. Gain or loss on foreign currency translation 

Gains (losses) on translation of foreign currencies were 
$584,000 in 1977 and ($930,000) in 1976. 

3. Income taxes 

Income taxes payable include a deferred tax liability of 
$85,688,000 and $5,419,000 at December 31, 1977 and 
1976, respectively. 

The provision for taxes on income and realized capital gains 
of the company and its consolidated subsidiaries consists of 
the following; 


($ in thousands) 

1977 

1976 

Taxes currently payable. 

Deferred income taxes 

$ 7,210 

$ 1,217 

Deferred policy acquisition costs . 

11,768 

9,683 

Subrogation recoverable . 

3,360 

3,360 

Tax effect of loss carryforward . . . 

88,047 

(51,536) 

Other. 

(6,485) 

676 


$103,900 

$(36,600) 


A reconciliation of the statutory federal income tax rate to 
the effective federal income tax rate is as follows: 


1977 1976 

Statutory federal income tax rate. 48.0% 48.0% 

Tax-exempt income. (20.4) (63.2) 

Dividends-received deduction. (4.4) (15.1) 

Other. (.4) (.5) 


Effective federal income tax rate (benefit). 22.8% (30.8)% 


4. Rentals-long-term leases 

The company leases certain office facilities, computer 
equipment and automobiles. Total rental expense for all 
leases was $40,026,000 (1977) and $34,261,000 (1976). 
Minimum rental commitments under noncaneellable leases 
with a remaining term of more than one year are as follows: 
($ in thousands) 


1978 . $23,895 

1979 . 20,305 

1980 . 15,163 

1981 . 10,119 

1982 . 5,048 

Thereafter. 7,113 

$81,643 
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5. Investments 

Unrealized capital gains and losses on marketable equity 
securities at December 31, 1977 are as follows: 




Market 

Gross Unrealized 

Net 

Unrealized 

($ in thousands) 

Cost 

Value 

Gain 

(Loss) 

Gain (Loss) 

Preferred Stock: 

Allstate Insurance Company and 

consolidated subsidiaries. 

. $157,556 

$138,119 

$ 2,519 

$ (21,956) 

$(19,437) 

Unconsolidated insurance subsidiaries. 

2,480 

1,835 

— 

(645) 

(645) 

Common Stock: 

160,036 

139,954 

2,519 

(22,601) 

(20,082) 

Allstate Insurance Company and 

consolidated subsidiaries. 

717,530 

696,058 

122,342 

(143,814) 

(21,472) 

Unconsolidated insurance subsidiaries. 

38,803 

36,520 

3,505 

(5,788) 

(2,283) 


756,333 

732,578 

125,847 

(149,602) 

(23,755) 

Less deferred tax benefit and minority interest . 

■[Approximately $(75,333) as of March 28, 1978 (unaudited) 

$916,369 

$872,532 

$128,366 

$(172,203) 

(43,837) 

3,956 

$(39,881)f 


6. Unconsolidated subsidiaries and affiliates 


The condensed combined statements of income and financial 
position of the domestic and Canadian life insurance 
subsidiaries are shown below. The equity in net income of the 
other unconsolidated subsidiaries and affiliates was 
$2,709,000 in 1977 and $117,000 in 1976: 


CONDENSED STATEMENTS OF 
INCOME 

Year Ended December 31 

($ in thousands) 

1977 

1976 

Premiums. 

$222,313 

$188,877 

Net investment income. 

48,282 

40,990 


270,595 

229,867 

Policy benefits and expenses .... 

2)7,140 

175,153 

Income taxes. 

13,417 

15,251 

Income before realized gains .... 

40,038 

39,463 

Realized capital gains, less income 
taxes of $313 and $199. 

736 

452 

Net income. 

$ 40,774 

$ 39,915 


7. Retirement plans 

The cost to the company tor the profit sharing and pension 
plans for the years 1977 and 1976 was $37,282,000 and 
$33,863,000, respectively. 

Employes of the company and its domestic subsidiariesare 
eligible to become members of The Savings and Profit 
Sharing Fund of Sears Employes. In addition, noncontributory 
pension plans are in effect. These benefit plans were modified 
as of January 1, 1978. The immediate effect of these 
modifications is anticipated to be an increase in the provision 
for pensions and a reduction in the provision for profit sharing. 


CONDENSED STATEMENTS OF 
FINANCIAL POSITION 

December 31 

($ in thousands) 

1977 

1976 

ASSETS 

Investments 

Bonds and mortgage loans . . 

Other investments. 

Other Assets. 

$698,040 

60,999 

119,921 

$573,107 

62,376 

94,782 

Total Assets. 

878,960 

730,265 

LIABILITIES 

Policy and Other Insurance 

Reserves. 

Other Liabilities. 

564,715 

70,017 

472,950 

57,486 

Total Liabilities. 

634,732 

530,436 

TOTAL CAPITAL. 

$244,228 

$199,829 


The pension plans in effect in 1977 were noncontributory 
plans which provided pension benefits related to length of 
service and the portion of an employe’s compensation which 
exceeded the maximum established tor profit sharing 
purposes. Pension benefits under the modified noncon¬ 
tributory pension plans will be related to an employe’s length 
of service, average annual compensation, and estimated 
social security benefits. All full-time employes as well as 
certain part-time employes will be entitled to participate in 
these plans. The Canadian subsidiary also has profit sharing 
and pension plans. 
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8. Pending legal proceedings 

Several class action lawsuits are pending against Allstate 
challenging procedures used and alleging misrepresentations 
made in connection with the sale and the renewal of 
automobile insurance policies, and dealing with questions of 
automobile insurance policy interpretation. 


The outcomes of these pending actions are not presently 
determinable, but, in the opinion of the management of 
Allstate, the ultimate liability resulting, if any, will not have a 
material effect on the financial position or results of operations 
of Allstate and its consolidated subsidiaries. 


Allstate Insurance Company and Consolidated Subsidiaries 

SUMMARY OF OPERATIONS Year Ended December 31 


($ in millions) 

1977 

1976 

1975 

1974 

1973 

Premiums earned... 

. $3,987 

$3,234 

$2,794 

$2,523 

$2,364 

Net investment income . 

. 266 

214 

175 

153 

131 


4,253 

3,448 

2,969 

2,676 

2,495 

Claims and claims expense. 

. 2,906 

2,630 

2,432 

1,957 

1,791 

Policy acquisiton and other costs and expenses. 

. 893 

711 

619 

592 

526 

Income taxes. 

. 104 

(41) 

(106) 

(4) 

29 


3,903 

3,300 

2,945 

2,545 

2,346 

Income before equity in income of unconsolidated 

subsidiaries and affiliates and realized gains. 

. 350 

148 

24 

131 

149 

Equity in income of unconsolidated subsidiaries and affiliates. 

. 43 

39 

28 

26 

23 

Net realized capital gains, less income taxes. 

. 2 

8 

12 

10 

26 

Net income . 

. $ 395 

$ 195 

$ 64 

$ 167 

$ 198 


Report of Certified Public Accountants 

To The Board of Directors of Sears, Roebuck and Co.: 

We have examined the statements of financial position of 
Allstate Insurance Company and consolidated subsidiaries as 
of December 31, 1977 and 1976, and the related statements 
of income, capital and changes in financial position for the 
years then ended. Our examinations were made in 
accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records 
and such other auditing procedures as we considered 
necessary in the circumstances. 


In our opinion., the financial statements referred to above 
present fairly the financial position of Allstate Insurance 
Company and consolidated subsidiaries at December 31, 
1977 and 1976, and the results of their operations and 
changes in their financial position for the years then ended, in 
conformity with generally accepted accounting principles 


cA 


applied on a consistent basis, 



Chicago, Illinois, March 28, 1978 


38 

























Allstate Enterprises, Inc. 

and Subsidiaries 


Allstate Enterprises, Inc. and its subsidiaries are engaged in 
:he savings and loan and financial services fields including 
auto and recreational vehicle financing, mortgage banking, 
motor club, employe home transfer and fire protective and 
safety engineering services. Also, a separate subsidiary acts 
as investment advisor and dividend disbursing and transfer 
agent for Allstate Enterprises Stock Fund, Inc., a mutual fund. 

On September 30, 1977, Allstate Savings and Loan 
Association, a wholly owned subsidiary of Allstate Enter- 
crises, purchased Security Savings and Loan Association 
for approximately $63.6 million and the two associations were 
verged. At that time, Security Savings and Loan had assets 
totaling $1,079 billion. The acquisition slightly more than 
doubled the assets of Allstate Savings and Loan and ranked it 
eleventh in size in California and thirteenth in the nation. The 
Association operates in California and at year end 1977 had 
33 branch offices including 39 acquired in the merger. 

Gross revenues earned by Allstate Enterprises and its 
subsidiaries were $222.1 million, up $64.9 million from the 
orevious year. Approximately 48 per cent of the revenues 
were from savings and loan operations and another 25 per 
sent from financing of autos and recreational vehicles. 

As of year end 1977, loans outstanding principally on 
automobiles and real estate totaled $2,474 billion (including 
$945 million acquired in the savings and loan merger), up 
$ 1.263 billion from the previous year end. The loan portfolios 
are excellent quality and delinquencies are at low levels. 

Savings accounts of Allstate Savings and Loan Association 
increased $1,089 billion to $1,804 billion at year end 
^including $932 million acquired in the merger). Short-term 
notes payable, a source of funds used primarily in the auto 
financing operations, totaled $406 million, up only $11 million 
from $395 million the previous year end. Long-term debt, 
however, increased $120 million. Early in 1977 Allstate 
Financial Corporation, a wholly owned subsidiary of Allstate 
Enterprises, sold publicly its first long-term debt issues 
consisting of $75 million of 7% per cent Senior Notes and $25 
million of 8 Vs per cent Subordinated Notes, due April 15, 

1 987. Subsequently, $20 million of 872 per cent Subordinated 
Notes due in installments to June 1, 1997, were sold privately. 

During the year Sears contributed $64 million to the paid-in 
capital of Allstate Enterprises. Of this total, $54 million was 
contributed in turn to the savings and loan operations and 
$10 million to the financing operations. 

Allstate Enterprises’ net income reached a record high 
of $21.9 million, up from $15 million the previous year. Auto 
financing and other financial services were profitable, how¬ 
ever, the savings and loan operat ions contributed most to the 
increase in net income. 



Oakland, California branch office of Allstate Savings and Loan 
Association (formerly a branch office of Security Savings and Loan 
Association.) 


Statements of Income 

$ in thousands 

Year Ended 
December 31 


1977 

1976 

Revenues earned. 

... $222,138 

$157,253 

Interest expense. 

Other operating expenses. 

income taxes. 

96,935 

85,996 

17,326 

62,438 

67,091 

12,709 


200,257 

142,238 

Net income. 

... $ 21,881 

$ 15,015 


Statements of Financial Position 

$ m thousands 

ASSETS 

Cash and investments. 

Loans receivable 

Real Estate. 

Automobile and other. 

Other assets. 

Total Assets. 

LIABILITIES 

Savings accounts. 

Short-term notes payable. 

Long-term debt. 

Other liabilities. 

Total Liabilities. 

SHAREHOLDER'S EQUITY . . . 

39 


December 31 


1977 


1976 

$ 148,318 

$ 

86,888 

1,922,616 


783,899 

551,031 


426,260 

103,277 


55,052 

$2,725,242 

$1 

,352,099 

$1,804,351 

$ 

715,620 

406,068 


395,341 

120,000 


— 

133,254 


65,452 

$2,463,673 

$1 

,176,413 

$ 261,569 

$ 

175,686 
























Homart Development Co 


H 


This wholly owned unconsolidated subsidiary develops and 
operates shopping centers either as owner or as a partner in 
joint ventures. 

In 1977, Homart opened two wholly owned regional 
centers: Burnsville Center in suburban Minneapolis and Brea 
Mall in Brea, Calif. (Orange County). In addition, two joint 
venture centers opened: Twelve Oaks Mall in suburban 
Detroit and Richardson Square in suburban Dallas. 

Ouring the year, the company sold Hancock Center in 
Austin, Texas and Military Drive Plaza in San Antonio. 


Homart now operates 14 regional centers and is a partner in 
eight others. 

Net income for Homart was $8.5 million including $5 
million from the sale of wholly owned centers and property 
compared with 1976 net income of $9 million including $6.9 
million from the sale of a wholly owned center, property and 
its interest in two joint venture centers. 

Three wholly owned and four joint venture centers are 
under construction and scheduled to open in the next three 
years. 



Burnsville Center in suburban Minneapolis, opened in 1977 with a 
full line Sears store and space for some 140 retail tenants. It is 
Homart’s third regional shopping center to open in the Minneapolis- 
St. Paul area. Previously opened were Maplewood Mall in 1974 and 
Eden Prairie Center in 1976. 
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Statements of Income 

$ m thousands For Fiscal Year Ended 


Rents and other revenues 

Depreciation and amortization 

Interest . 

Less interest capitalized. 

Other costs and expenses . . . 


Income-Operating. 

-Sale of property. 

-Sale of center. 

-Sale of interest in joint venture 
-Joint ventures. 

Income taxes. 

Net income. 


Statements of Financial Position 

$ in thousands At Fiscal Year End 

ASSETS 

Shopping center property-net. 

Property held for or under development. 

Investment in joint ventures* 

Notes and interest receivable. 

Equity in joint venture capital. 

Cash, receivables and other assets. 

Total Assets... 

LIABILITIES 

Mortgages and other long-term debt. 

Construction loans ..... 

Accounts payable and accruals . 

Payable to Sears ($10,000 due August 1, 1978). 

Joint venture payables to Homart* . 

Deferred income taxes. 

Total Liabilities . 

JOINT VENTURE CAPITAL-Homart*. 

-Other Partners. 

SHAREHOLDER'S EQUITY. 


Homart 


Joint Ventures 

January 3 1 


December 31 

1978 

1977 

1977 

1976 

$ 54,119 $ 

46,202 

$ 41,696 

$ 35,933 

8,768 

7,506 

6,234 

5,738 

13,637 

14,091 

22,575 

23,300 

(2,367) 

(3,374) 

(5,120) 

(7,365) 

26,883 

23,682 

17.198 

16,158 

46,921 

41,905 

40,887 

37,831 

7,198 

4,297 

809 

(1,898) 

1,687 

1,571 

1,601 

404 

3,886 

6,430 

— 

— 

(373) 

1.702 

— 

— 

1,506 

(283) 

— 

— 

13,904 

13,717 

$ 2,410 

$ (1,494) 

5,432 

4,704 



$ 8,472 $ 

9,013 




Homart Joint Ventures 

January 31 December 31 


1978 

1977 

1977 

1976 

$221,863 

$189,678 

$167,242 

$124,409 

42,672 

61,493 

57,363 

78,786 

264,535 

251,171 

224,605 

203,195 

2,614 

3,631 



(13,574) 

(15,325) 



(10,960) 

(11,694) 



9,154 

7,964 

12,648 

9,215 

$262,729 

$247,441 

$237,253 

$212,410 

$148,964 

$157,451 

$182,981 

$137,524 

— 

— 

66,303 

79,443 

13,625 

12,164 

20,282 

19,680 

23,575 

11,172 

— 

— 

— 

— 

2,762 

3,767 

15,449 

14,283 

— 

— 

$201,613 

$195,070 

$272,328 

$240,414 



(15,594) 

(12,955) 



$(19,481) 

$(15,049) 

$ 61,116 

$ 52,371 




Homart’s investment in joint ventures differs from the amounts recorded by 
the ventures due to differing fiscal year ends and differences in bases of 
property contributed to the ventures. Homart's equity in the joint ventures 


from inception through January 31, 1978, consists of capital contributions 
of $25.3 million less cash distributions of $39.3 million and Homart's share 
of profits of $.4 million. 
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International Operations 


Canadian affiliate-Simpsons-Sears Limited 

Net sales of Simpsons-Sears increased 10.7 per cent to 
$2,093 bif/ion (Can.) from $1,891 billion (Can.) in 1976. Net 
earnings were $44.9 million (Can.) compared with $33 million 
(Can.) in 1976. Sears equity in net earnings after translation 
loss of $204,000 was $16 million (U.S.) 

Simpsons-Sears opened three new retail stores in 1977, 
increasing the number of stores in operation to 62. The new 
store locations are Calgary-Marlborough in Alberta; Toronto- 
Markham in Ontario and Montreal-St. Jerome in Quebec. Our 
Canadian affiliate also operates four catalog merchandise 
distribution centers and 819 catalog sales offices. 


Simpsons-Sears opened this medium size store 
in Marlborough, Alberta, in March 1977. 


Statements of Earnings 

For Fiscal Year Ended 

Canadian $ in millions 

January 4, 

January 5, 


1978 

1977 

Net revenues. 

. $2,096 

$1,894 

Expenses . 

. 2,027 

1,837 

Pretax earnings. 

. 69 

57 

Income taxes. 

. 28 

27 

Operating earnings . 

. 41 

30 

Equity earnings. 

. 4 

3 

Net earnings . 

. $ 45 

$ 33 



Statements of Financial Position 

At Fiscal Year End 

Canadian $ in millions 

•January 4, 
1978 

January 5, 
1977 

ASSETS 

Current assets. 

. . $ 

973 

$ 

885 

Fixed assets-net. 


323 


310 

Investments and other assets .... 


44 


43 

TOTAL ASSETS .. 

. . $1,340 

$1,238 

LIABILITIES 

Current liabilities. 

. . $ 

416 

$ 

398 

Long-term debt. 


512 


457 

Deferred income taxes. 


22 


20 

TOTAL LIABILITIES. 

. . $ 

950 

$ 

875 

SHAREHOLDERS’ EQUITY. 

. . $ 

390 

$ 

363 


European subsidiary 

Net sales of the Spanish subsidiary rose 6.8 per cent to 
$79 million. This corporation lost $2.1 million due to a $7.3 
million exchange loss as the Spanish currency weakened 
further against the currencies represented in the investment. 
This subsidiary continued to operate three full line department 
stores and 20 sales offices. 
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Serrano, our full line store in Madrid, Spain, 
celebrated its fifth anniversary in 1977. 









































Latin American subsidiaries 

Net sales of subsidiaries in Mexico and South America rose 
5.3 per cent to $452.3 million. Net income after exchange 
adjustments rose to $13.7 million from $877,000 last year. 
The amount included in Sears income was $14.5 million 
compared with $2.9 million last year. 

Our Brazilian subsidiary opened a new full line store in a 
shopping center in Brasilia, the capital city of Brazil. Our 
Venezuelan subsidiary relocated the medium size store in 
M aracay to a new shopping center. This subsidiary also 
opened two retail sales offices. 

Negotiations were concluded with the foreign investment 
commission of Venezuela on the terms of the transformation 
of that subsidiary into a national company. On February 28, 
1978, official resolutions were issued confirming these terms 
which included requiring the sale of Sears interest in this 
subsidiary in excess of 19.9 per cent. These shares will be 
sold partly to the employes profit sharing fund of that 
subsidiary, partly to the employes, and the major part to the 
general Venezuelan public through a public offering. We 
expect that this will be completed in 1978. Negotiations 
continue with the Mexican government on the matter of the 
ownership of our new stores in that country. 

Management revenues 

A contract will be signed between the Venezuelan corporation 
and your company providing for continued management and 
technical assistance and licensing of the Sears trade marks. 
This contract has an initial term of five years. A technical 
service agreement is also in effect with the Seibu Group in 
Japan. The company has historically provided technical 
services to its foreign subsidiaries. 



Relocated Maracay, Venezuela medium size unit opened in 
August, 1977 with the newest interior design treatment. 



Summary of International Operations 

($ in thousands) Net Income Equity Included 

Net Sales (after exchange adjustments) in Sears Income 



1977 

1976 

1977 

1976 

1977 

1976 

Canada . 

. . . $1,942,756 

$1,910,739 

$39,087 

$33,688 

$15,986 

$13,807 

Latin America .... 

452,276 

429,545 

13,703 

877 

14,495 

2,904 

Europe* . 

78,595 

73,963 

(2,239) 

1,023 

(2,239) 

1,023 

Total*. 

. . . $2,473,627 

$2,414,247 

$50,551 

$35,588 

$28,242 

$17,734 

Excludes results of subsidiary discontinued in 

1976. 
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Progress in Equal Opportunity 


Sears Affirmative Action Program showed marked progress in 
1977. Equal employment opportunity remained the key 
aspect of the program, which also includes other efforts 
to correct the imbalances in our society. Particular 
emphasis was placed on minority economic development 
through Sears wholly owned subsidiary, Tower Ventures, 
Inc., a Minority Enterprise Small Business Investment 


Company (MESB1C). Tower Ventures was formed to help 
disadvantaged people in their efforts to own and operate 
small businesses. 

The company continues to adhere to a well-defined, goals- 
oriented Affirmative Action plan. The table (below) compares 
percentages and numbers to 1965, as reported in 1966 to the 
Equal Employment Opportunity Commission (EEOC). 


Percentage of Female and Minority Employes in Each EEOC Job Category 

(Categories as defined by Equal Employment Opportunity Commission) Asian/ American Employes in 

Pacific Indian/Alas* each job 

Female Black Islander kan Native Hispanic category 

Job Categories % % % % % (in thousands) 


Date 

Feb. 

Jan. 

Feb, 

Jan. 

Feb. 

Jan. 

Feb. 

Jan. 

Feb. 

Jan. 

Feb. 

Jan. 


'66 

'78 

'66 

'78 

'66 

'78 

’66 

'78 

'66 

’78 

’66 

'78 

Officials and Managers 

20.0 

36.0 

.4 

7.2 

.2 

.4 

.1 

.2 

.7 

2.7 

33.4 

52.5 

Professionals 

19.2 

59.2 

.8 

5.5 

.5 

1.3 

.0 

.0 

.4 

2.3 

1.3 

2.0 

Technicians 

48.1 

50.6 

1.1 

12.1 

1.5 

1.3 

.0 

.1 

.7 

4.7 

1.5 

2.3 

Sales Workers 

56.9 

64.9 

3.2 

11.9 

.6 

.7 

.1 

.2 

1.5 

4.3 

98.7 

143.6 

Office & Clerical 

86.0 

86.6 

3.1 

13.2 

.6 

.9 

.1 

.2 

2.0 

5.2 

78.6 

115.7 

Craft Workers 

3.8 

8.1 

2.8 

8.9 

.7 

1.0 

.1 

.4 

2.8 

5.7 

20.8 

30.2 

Operatives 

12.0 

22.4 

13.8 

19.0 

.8 

.9 

.1 

.2 

3.5 

6.9 

23.4 

12.8 

Laborers 

34.3 

30.7 

18.4 

23.9 

.3 

.7 

.1 

.3 

6.5 

7.0 

15.2 

56.1 

Service Workers 

32.3 

44.4 

44.9 

32.1 

.5 

1.0 

.1 

.3 

2.0 

6.8 

9.9 

15.1 

All Categories 

50.7 

56,7 

5.9 

13.9 

.6 

.8 

.1 

.2 

2.1 

5.0 

282.8 

430.2 


While Sears total employment rose 147,400 or 52 per cent 
in the past 13 years, its minority employment increased 
61,000 or 250 per cent. Today minorities represent 19.9 per 
cent of all company employes. 

Sears has worked diligently to increase the number of 
women and minorities in the category of Officials and 
Managers. As depicted in the bar graph (right), in February 
1966, women represented 20 percent of the category. Their 
share is now 36 per cent. Minority representation went from 
1.4 per cent to 10.5 per cent. Sears believes that in the final 
analysis the sincerity and success of a corporate Affirmative 
Action plan may best be measured by the extent to which it 
advances women and minorities to positions of responsibility 
rather than merely by the extent it increases their 
representation in its total work force. Sears achieved its gain 
in the Officials and Managers category through well- 
conceived and well-executed programs of recruitment and 
development. 

Sears is convinced that voluntary compliance with the spirit 
and the letter of equal employment opportunity laws can 
achieve successful results. 


Sears Officials and Managers: 1966 vs. 1978 


36.0 



1966 1978 1966 1978 

Women Minorities 


* Long-range goal for total company (based on consolidation of 
Civilian Labor Force availability in each Sears location). 
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Sears Directors and Officers 


Directors and Officers 

Edward R. Telling 

Chairman of Ihe 8oard and 
Chief Executive Officer 
A. Dean Swift 
President and Chief 
Administrative Officer 
Thomas G. Ayers 

Chairman and Chief Executive Officer 
Commonwealth Edison Company 
^riffiam 0. Beers 
Chairman of the Board and 
Chief Execute Officer, 

Kraft. Inc. 

(Processor of dairy and other 
f ood products) 

Archie R. Boe 
Chairman of the Board and 
Chief Executive Officer. 

Allstate insurance Company 

Other Officers 

Charles F. Bacon 

v 'Ce President, Personnel 

Clayton H. Banzhaf 

^'ce President and Treasurer 

Raymond P. Bilger 

'Aoe President. Taxes 

A. Brennan 

y*ecutive Vice President, 

Southern Territory 

J °hn F. Gallagher 

Ace President. 
nt Orn3tional Operations 
'Iricent J. Graham 
Ace Presicent. 

■^•srchandise Administration 
'Carles W. Harper 
''Ce President. 

<ex/v York Office 

A Clayton Hicks 

lo e President and Comptroller 

’^rlandK. Ingraham 

lc e President. Retail Sales 


James W. Button 

Senior Executive Vice President. 
Merchandising 
Luther H. Foster 
President. 

Tuskegee Institute 
Richard M. Jones 
Executive Vice President. 
Eastern Territory 
Jack F. Kincannon 
Senior Vice President. Finance 
William C. Lochmoeller 
Executive Vice President. 
Southwestern Territory 
John G. Lowe 
Executive Vice President. 
Midwestern Territory 
Gordon M. Metcalf 
Former Chairman ot the Board 


John B. Kelly, Jr. 

Vice President, 

Catalog Sales 

Philip M. Knox, Jr. 

Vice President. 

Governmental Affairs 

James L. Krum 

Vice President, Manufacturing 
and Staff Services 

Lloyd S. McClelland 

Vice President. 

Secret ary/Gen. Counsel 

William F. McCurdy 

Vice President. 

Public Relations 

Mumford Miller 

Vice President, Data Processing 
and Communications 

Joseph T. Moran, Jr. 

Vice President. 

Merchandise Groups 


Charles A. Meyer 

Senior Vice President, 

Public Affairs 
Norma Pace 
Senior Vice President, 

American Paper Institute. Inc 

Julius Rosenwaid II 

Business Consultant 
Donald H. Rumsfeld 

President and Chief Executive Officer. 

G D. Searle & Co 

(producer of health care products) 

George P. Shultz 

President, 

Bechtel Corporation 
(worldwide engineering and 
construction company) 


Philip J. Purcell 

Vice President. 

Corporate Planning 

Warren G. Skoning 

Vice President, 

Real Estate and Property 
Henry D. Sunderland 
Executive Vice President, 
Far Western Territory 

Robert P. Tibor 

Vice President, 

Logistics 

George F. Tidmarsh 

Vice President, 

Physical Distribution 

Linden E. Wheeler 

Vice President, Credit 


William I. Spencer 

President, 

Cilibank, N A., New York 
Edgar B. Stem, Jr. 

Chairman of Ihe Board and 
President. Royal Street Corporation 
(real estate, venture capital, 
and general investments) 

Thomas F. Wands 

Senior Vice President, Operations 

Arthur M. Wood 

Former Chairman of the Board 

Charles C. Wurmstedt 

Senior Executive Vice President. 

Field 


Assistant Comptrollers 

C William Van Tilburg, 
Senior Assistant 
Stuart C Sadler 
William B Seitzer 
R. Ben Skelton 
Harry W Whyte 
Jack F Wirth 
Assistant Treasurers 
John B Armistead 
Ernest L. Borland, Jr 
Edward J Condon, Jr. 
Oren T Pollock 
Paul H. Thomas 
John H. Woodall. Jr. 

Assistant Secretaries 

John G. Cashman 
Alan Gnswood 
Vincent W Jones 
Lillian Krumes 
Robert F. Maxwell 
Joseph J. Skmner 
Richard G Wilkins 
Robert M. Wood 


■Qimmittees of the Board 

*^cutive Committee 

J Ward R Telling, Chairman 
^QntasG Ayers 
’ C -Fie R Boe 
ir *res W Button 
c k F. Kincannon 
- >r don M Metcall 
1 Airies A Meyer 
CC>ean Swift 
ur M Wood 
ries C. Wurmstedt 


Finance Committee 

Jack F Kincannon. Chairman 

William 0 8eers 

Archie R. Boe 

James W Button 

Gordon M. Metcalf 

Norma Pace 

George P. Shultz 

William I Spencer 

Edgar E3 Stern, Jr. 

A. Dean Swift 
Edward R. Telling 
Arthur M Wood 
Charles C. Wurmstedt 


Committee on Salary and 
Supplemental Compensation 

Gordon M. Metcalf, Chairman 
Thomas G Ayers 
William 0. Beers 
Arthur M Wood 

Committee on Audits 

Julius Rosenwaid II. Chairman 
William O Beers 
Luther H Foster 
Donald H Rumsfeld 
William I Spencer 
Edgar B Stem, Jr. 

Nominating and Proxy Committee 

Edward R Telling, Chairman 

William O. Beers 

Gordon M. Metcalf 

Edgar B Stern. Jr 

Arthur M Wood 


Committee on Public Issues 

Thomas G Ayers. Chairman 

Luther H Foster 

Charles A. Meyer 

Norma Pace 

Julius Rosenwaid II 

Trustees of The Savings and 

Profit Sharing Fund of 

Sears Employes 

Gordon M. Metcall. Chairman 

W. Wallace Tudor, Vice Chairman 

Gaylord Donnelley 

Calvin Fentress, Jr 

Arthur M Wood 










Sears, Roebuck and Co., 
and Consolidated Subsidiaries 

Sears Tower, 

Chicago, Illinois 60684 


This annual report contains 
selected information included 
in Sears 1977 10-K Annual 
Report filed with the Securities 
and Exchange Commission. 

A copy of the 10-K Report is 
available upon written request. 
Comments or questions 
regarding this annual report, or 
requests for the 10-K Report, 
should be addressed to: 

Director of 

Shareholder Relations 
Department 768X— 

33rd Floor 

Sears, Roebuck and Co. 
Sears Tower 
Chicago, Illinois 60684 
Phone: 312-875-8425 




Correspondence regarding 
your shareholder or dividend 
reinvestment account should 
be addressed to: 
Treasurer’s Office 
Department 769— 

34th Floor 

at the same address 



